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FOREWORD 


During the last Congress the Committee on Foreign Affairs printed 
a list of criticisms made of the foreign aid program and requested the 
executive branch to prepare a reply to each criticism. These criti- 
cisms and replies were printed in order to make the information readily 
available to the members of the committee and the House of Repre- 
sentatives. The following compilation is based on the list prepared 
and printed last year, and includes a number of additional criticisms 
which have come to the attention of the Committee on Foreign 
Affairs. This compilation contains the comments which have been 
prepared in reply by the Department of State, the International 
Cooperation Administration, and the Department of Defense. 

Tuomas E. Morcan, Chairman. 


JUNE 12, 1959. 
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CRITICISMS OF THE FOREIGN AID PROGRAM AND COMMENTS 
SUPPLIED BY THE DEPARTMENT OF STATE, THE INTER- 
NATIONAL COOPERATION ADMINISTRATION, AND THE 
DEPARTMENT OF DEFENSE 


MUTUAL SECURITY PROGRAM FUNDING 
Statement 


“The carryover funds of $9.5 billion, plus new funds of $6.1 billion 
rovided an estimated availability of $15.6 billion for foreign aid 
uring fiscal year 1959.” 


Comment 


The facts are that of this $15.6 billion, the sum of $3.9 billion is 
really capital of the Export-Import Bank whose fundamental purpose 
is to lend money to increase exports from the United States and $2.7 
billion is for the Agricultural Trade Development and Assistance Act 
(Public Law 480), the basic purpose of which is to increase export and 
consumption of agricultural products surplus to the U.S. economy. 

In short, the mutual security program accounts for but $8.9 billion 
including $300 million of se currency proceeds of sales of surplus 
agricultural commodities and all dollar appropriations prior to fiscal 
year 1959, which with minor exceptions were already obligated for 
past year programs. ; 

In August 1958 the Congress appropriated $3,298.1 million of new 
obligational authority for the fiscal. year 1959. As is shown in table 
A below, with the uncommitted DLF funds and other unobligated 
funds carried forward totaling $105.1 million and actual or anticipated 
reimbursements of $62.4 million the total funds available for obligation 
or commitment during fiscal year 1959 amounted to $3,465.6 million. 

Of this availability, obligations and commitments were estimated 
at $2,465.4 million as of April 30, 1959. A supplemental appropria- 
tion of $150 million was enacted in May. When this is added to the 
$1,000.2 million unobligated or uncommitted at April 30, 1959, there 
is available for obligation or commitment during May and June 
$1,150.2 million of which all but approximately $60 million, or about 
1% percent of the total available for the year, is expected to be obli- 
gated or committed by June 30. 

Rapesdibereg.— Tutte B shows that the $5,150.8 million of prior 
year unexpended obligations or commitments plus the funds originally 
available for obligation’ or commitment during fiscal year 1959 of 
$3,465.6 million give a total of $8,616.4 million available for expendi- 
ture through April 30, 1959. 

Expenditures from July 1, 1958, through April 30, 1959, totaled 
$3,121.1 million leaving unexpended on April 30, 1959, $5,495.3 
million. Adding the DLF supplemental of $150 million and sub- 
tracting estimated May and June expenditures of $774.1 million pro- 
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duces an estimated unexpended balance of $4,871.2 million as of 
June 30, 1959. 

This total balance represents a reduction from the comparable 
balance last year of $384.7 million. This is made up of reductions 
of ona 2 million for pant assistance and $62.5 million for economic 


‘DLF—part effect! b an. incrense ‘of '$475 


With the $3,930 million of new rhids’ now requested plus the $21 
million military salés receipts which continue available under exist- 
ing legislation and the of the nemainin: million 
estimated unobligated military assistance funds which has been re- 
quested, the total dollars avav tial programs in fiscal year 1960 
will be $s, 


Taste A,—Status of MSP obligation authority 


millions) 

(1) New appropriations, fiscal year 1959__..........-.------------ $3, 298.1 
3 Other unobligated funds 33. 2 
4) Actual and anticipated reimbursements-_--_-__..-.......--~---- 62. 4 
Total available for obligation or commitment... 8, 465.6 
) Oblignted or cowruitted, July 1, 1938, Apr. 36, 1959 2, 465. 4 
(8) Add DLF supplemental... 150. 0 

obligations or May 1, 1959, to June 30, 
ai) Estimated unobligated or uncommitted, June 30, 1959..._._..-- 60. 0 

Morvau Security Procram 
Tanne B.—<Stetus of MSP expenditure availability 
{in millions) 

Prier P unexpended obligations or $5, 150. 8 

2) Add cm) year 1959 availability for obligations or commitments 
Total available for expenditures, July 1, 1958, to Apr. 30, 1959... 8, 616. 4 
Expenditures, July 1, 1958, to 0, 3,121.1 
5) Unexpended, Apr. 30, 5, 495.3 
Available for expenditures, May and June 1959... ...-.-.-------- 5, 645, 3 
(8) Estimated expenditures, May 1, 1959, to June 30, 1959__________ 774.1 
(9) Estimated unexpended balance, June 30, 1950... hid 4, 871. 2 

Statement 


“Refusing to be stampeded, Congress lopped $644 million off the 
President’s foreign aid request for the fiscal year which ends this 
(Fiseal year 1950 


duly 1.” 
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The bey ee exeeutive branch authorization request for fiscal year 
1959 was for $3,942,092°500. The amount appropriated was $3,298,- 
092,500: Thus the amount of the congressi reduction cited in 
the statement was correct. However, a supplemental ap ation 
of $150 million for fiscal year 1959 for the Development” Fund 
was approved on May 20; 1959 Thus, the actual congressional re- 
duction below the fiscal year 1959 request. totals.$494. 
Statement 

“On March 13, 1959, President. Kisenhower unwrapped his. figures 
for fiscal, 1960, which calls. for a total of $825 cnilton more than 
Congress granted this. year.”’ 

Comment 

The President “unwrapped” his mutual security program figures 
for fiscal year 1960 in his budget message to Congress of January 19, 
1959. The total MSP request is for $3,929,995,000. The amount 
appropriated by the Congress for fiscal year 1959, including the sup- 
plemental appropriation for the Development Loan Fund, is $3,448,- 
092,500. Thus, the total request above the fiscal year 195% appro- 
priation is $481,902,500. 

Statement 

“Draper camé home from his tour to declare, in deceptively objec- 
tive language, that the foreign aid program is just dandy but needs 
$400 million more. His findings constitute the administration’s 
newest excuse in demanding a higher 196 appropriation.” 

The President's Committee To Study ‘the U.S, Assist- 
ance Program, under the chairmanship of Mr. William H. Dra 
er and consisting of a distinguished group of citizens, was given t 
task to study and analyze the military assistance and related eco- 
nomic aspects of the mutual security . The Committee 
submitted its preliminary conclusions ‘to the dent on March 17 
1959. The executive branch request for the fiscal year 1960 mutual 
security program had already gone to the Congress :m the President’s 
budget message of January 19, 1959. The Draper Committee’s work 
had no bearing on this request. 

Statement 


“The foreign aid program clears the Bureau of the Budget intact, 
The Bureau permits the request to reach the Congress in the same 
amount as it is presented. This fact, within itself, indicates that the 
request comes to the Congress inflated.” 


Comment 

One. cannot look at the formal request which is made of the Budget 
Bureau. and, by comparing that request to the amount requested 
from the Congress, draw a conclusion with respect to the nature of 
the Budget Bureau’s review of these paeeme. The formal request 
made of the Budget Bureau is, in fact, on y the final step in a ‘process 
which has begun months earlier in which the Budget Bureau has 
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participated at every level and in great detail on a joint basis with 


the agencies-which made the formal request of the Budget, Bureau. 
The Budget. Bureau, in fact, helps to review the mutual security 


program. from the earliest. stages of its development: (1) It helps in. 
establishing guidance for the development, of the program and_ the. 
instructions for its preparation; (2). it ipepncmease in reviewing ma-, 


terials which come from the field and. from Washington agencies; 
(3) it takes part in a joint hearing during which programs are screened 
and criticized in great detail and with great care. 

By participating on a joint basis with the other agencies concerned, 
in the actual development of the program beginning at its earliest 
stages, the Budget Bureau is able much more efficiently to help iden- 
tify soft spots, to eliminate “inflated requests,” and to assure that the 
product which is presented to the Congress is a sounder request than 
would be the case if its review began at the time it received the formal 
request for funds. 


inally, the complete inaccuracy of this chates is demonstrated by 
the fact. that the preliminary submission for the fiscal year 1960 mutual 
security program submitted to the Bureau of the Budget by the 


Department of State on November 5, 1958, was for appropriations in 
the amount of $4,707 million. pet 


Statement 


“Incidentally, this is the same Paul Hoffman, who, in 1947, with 
Secretary of State Christian Herter (then a Congressman) solemnly 
promised Congress that if it would ratify the Marshall plan which they 
then championed, 4 years and a total expenditure not to exceed $17 
billion would see the program completed and ended. Both Hoffman 
and Herter are still vigorously championing greater and now per- 
mors of foreign aid,.after 13 years and an expenditure of more than 
$70 billion.”’ 


Comment 


This is a repeat of an old and discredited charge. 

The facts are set out in the hearings on the Mutual Security Act of 
1958 before the Committee on Foreign Affairs of the House of Repre- 
snholees (85th Cong.) part VI, March 12, 1958, pages 842-843, as 
ollows: | 


Mr. Castle’s statement that the Marshall plan, contrary to its initial conception, 
has continued for 13 years at a cost of $70 billion is not correct. 

The Marshall plan program was the program of economic aid to Europe— 
designed to rehabilitate war-devastated economies—which was commenced in 
April 1948 and which was concluded in June 1951. The total cost of that program 
be $12 billion—$10.8 billion in grants and $1.2 billion in loans repayable in 

ars. 

After the completion of the Marshall plan program, the United States furnished 
defense-support assistance to European NATO countries. This program—dis- 
tinct from the Marshall plan program—was essentially designed to enable these 
countries to undertake rearmament and defense efforts so as to contribute to free 
world defense strength to counteract the Communist menace. It did so by pro- 
viding the economic assistance necessary to sustain their economies under the 
burden of these defense efforts. The last year in which defense-support assistance 
was programed for European NATO countries was fiscal year 1955. The total 
ed of defense support for European NATO countries was approximately $2.8 

10n. 

If Mr. Castle’s reference to the Marshall plan is taken to mean all nonmilitary 
assistance under the mutual ots BS, ge including not only the Marshal plan 
and defense support to European NATO countries but also all other nonmilitary 
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assistance to all areas of the world since the inception of the program, then the 
program to date has continued for about 10 years, not 13, and has expended 
approximately $22.5 billion, not $70 billion. If all military assistance is added to 
this figure, the total is $42.6 billion. 

Adding the year since the above statement was made, the various 
military. and economic aid. programs will have run 11 years.and,to 
expenditures ‘are expected to amount ‘to $46.4 billion by June 30, 195 

r. Herter and Mr. Hoffman'in’ advocating the Marshall plan i 

1947 were obviously refe to the immediate, urgent task to'Pésete~ 
European civilization f and Communist encroact- 
ment. Since then the Soviet military: threat to Western: Europe, the: 
Berlin. blockade, the Communist conquest: of ‘mainland ‘China, the, 
Korean war, the effort of international communism to seize Indochina; : 
the Communist effort to penetrate the Middle East, the bursting into”: 
independence of 22 nations of Asia and Africa, the Sino-Soviet ecos” 
nomic offensive, the Communist. attack in the Taiwan Straits, theo 
renewed Berlin crisis, etc., have deeply affected our country:and called ' 
for new measures in our and mutual 
programs. 

essrs. Herter and ‘Hoffman recognize that there are harsh, ne 
forces at work in the world which endanger our Nation and our 
people if we do not act to deal with them. 

r. Castle apparently does not wish to recognize any change in the’ 
world since 1948. 
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EFFECT OF THE MUTUAL SECURITY PROGRAM ON THE. 
U.S. ECONOMY 


“What this booklet lished by the executive branch] fails to 
make. clear is the fact. that the is being 
give away $3,929,995,000 in 1960 in of a yawning deficit. 
more than $12 billion in 1959. We are asked to appropriate this 
amount for fiscal 1960 despite the fact that the most optimistic fore- 
casts estimate already for the coming year a further Federal deficit. 
of $3 billion. We will pour out this largess to foreign nations at a 


time when we are carrying upon our shoulders a ering national 
debt. which will soon pass the $300 billion mark. , this is 
the economics of bankruptcy.” [Italics added.] 


In describing the mutual security program as a “giveaway,” Mr, 
Castle-totally fails to understand the purpose of the mutual secupity 
rogram and its significance to the United States and its peop 
President Eisenhower in his message to Congress on the mut 
security program, of March 13, 1959, said of this false concept: 
When I hear this program described as a giveaway or aid to foreigners at the 
— of domestic programs, I wonder what sort of America we would have 
y—whether any funds would be available for any domestic programs— 
whether all our substance would not today be devo to building a fortress 
America—if we had not had such a program: if the key nations of Europe had 
been allowed to succumb to communism after the war, if the insurrectionists 
had been allowed to take over Greece, if Turkey had been left to stand alone 
before Soviet threats, if Iran had been allowed to collapse, if Vietnam, Laos 
and Cambodia were now in Communist hands, if the Huks had taken control 
& LS Philippines, if the Republic of Korea were mow occupied by Communist 


na. 

That none of these tragedies occurred, that all of these nations are still among 
the free, that we are not a beleaguered people is due in substantial measure to 
the mutual security program. 

The deficit estimate cited for 1959 is correct. The statement that 
the most optimistic forecasts for 1960 already estimate a deficit of 
$3 billion is not correct. The Director of the Bureau of the Budget 
has indicated that he still feels that the budget will be balanced in 
1960. The real point, however, is that, as the President has declared, 
the cost of not having the mutual security program would be many 
times greater than the cost of the program. 

The statement concerning the national debt is commented on in 
response to a subsequent item in the article. 


Statement 


“Foreign aid expenditures of more than $70 billion is the equivalent 
of more than one-quarter of our present staggering national debt. 
The annual interest charge alone for this part of our debt is approach- 
ing $3-billion. Annual.expenditures for our. global giveaway are now 
running at a rate in excess of $5 billion annually. ith the interest 
charge added, the American taxpayers are being billed the astronomical 


Statement | 
Comment 

| 
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_ total of $7.5 billion annually for foreign aid. And the bill is going up, 


“Last year it was reported that our Government collected $35 
billion in personal taxes from 60 million taxpayers. This means that 
about 20 percent of each individual’s taxes goes directly or indirectly 
toward paying the foreign aid bill.” 

Comment 

Effect on national debt.—Budget deficits are casued by an excess 0 

- total Government expenditures over total Government receipts. In 
fiscal year 1958, Government expenditures for the mutual security 
rogrnm were $3.6 billion out of a total budget nditure of $71.9 
! Pillion. It can, of course, be said that if the mutual security program 
had been eliminated there would have been no budget deficit. It can 
also be said that if the veterans services and benefits program ($5 
billion) or the trig oe program ($4.4 billion) or the atomic energy 
‘program ($2.3 billion) or various subsidies to shipping and airlines 
and the like, had been eliminated, the deficit would have been less; 
there might even have been a surplus to reduce the national debt. It 
can be alleged that any particular Federal budget expenditureone 
does not like is the cause of the deficit. 

The fact is that*expenditures-for-the mutual security program, like 
government expenditures for other basic programs, are necessary to 
protect the liberties, eat the prosperity, and defend the security 
of the American people. . 

The public debt of the United States rose from $252.3 billion on 
June 30, 1948, to $276.3 billion on June 30, 1958, a net increase of 
$24 billion. While it is not possible to attribute any one part of the 
increase in the public debt to a particular type of expenditure of the 
Federal Government, it is possible to relate mutual security expendi- 

tures to total Federal expenditures during the period and then pro- 
rate part of the inerease to the mutual security pro . The cal- 
culation follows: (a) Total budget expenditures of the Federal Gov- 
ernment in the period July 1, 1948, through June 30, 1958, were $603 
billion; (6) for the same period the cost of the mutual security pro- 
bao (military and economic) was $46.2 billion; (c) on a pro rata 

asis, the mutual security program accounted for 7.7 percent of total 
Federal Government expenditures; (d) on this basis, about $1.85 billion 
of the total debt increase of $24 billion is accounted for by the mutual 
security. program. Similarly, one could say that since interest pay- 
ments on the public debt of $276 billion is about $7.7 billion, the 
interest payments “chargeable” to the $1.85 billion mutual security 
“portion of the public debt” is about $50 million. 

Source of forevgn-aid funds —The statement that about 20 percent 
of each individual’s taxes goes directly or indirectly towards payin 
the foreign-aid bill has no economic foundation. It is not finest 
to relate a particular Government expenditure to one type of tax which 
has been singled out from the various sources of U.S. Government 
revenue. Mutual security expenditures in recent years have ran 
between 10 and 13 percent of personal income tax collections, but this 
has no more meaning than the fact that defense expenditures represent 
110 percent of the personal income tax. It could be said “with equal 
logic that the entire mutual security program is paid for from the excise 
taxes on liquor and tobacco since the total cost of the military and 
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eeonomic assistance. program ‘is about $1 billion less each year than 
_those taxes. 
is more meanirigful to:judge how much more the United States 
“would be required.to expend from the income tax and.all other sources 
vof revenues to si rd its own security if there were no mutual 
security program. It is the judgment of the President that the cost 
would be many billions more. se 
'. The United States, with a public debt higher than all other frée 
“world countries put re. age and with a gross national product less 
“than the total of all of the countries receiving aid from us, is obviously 
‘not in ® position to extend military and economic assistance to these 
‘other countries and do not need it. Bs 
Even if the figures are the many questions which 
. International comparisons of this kind raise, they have not the slightest 
' bearing on what they are supposed to prove, i. e., the need to receive 
and the ability to extend Xb A few examples of applying the same 
logic to the domestic economy: should show its fallacy. ms 
..© Inthe United States today the highest fifth of the Nation’s families 
,receive about 45 percent of the total money income, the other four- 
._ fifths receive 55 percent. But when we undertake programs. of 
‘national importance to be financed from the Federal budget, we 
consider it just and proper that the highest fifth with 45 percent of 
- the money income pay about 60 percent of the total individual income 
taxes. Just because the 4 million poorest households, or 10 percent 
_ of the Nation’s total, are earning an average of about $1,000, and 
_ thus have an aggregate total income, many, many times that of some 
_ very rich family, we would not conclude that they are less in need than 
_'the very rich family or that the very rich family is not able to con- 
_.tribute to the cost of the common defense effort, or other important 
_.. Our aid program extends to nations comprising 1.4 billion people. 
. We have a per capita gross national product of about $2,500, the 
- countries in question have a per capita gross national product of about 
, $300. If we exclude Western Europe from this calculation—and we 
_ should, because although we extend some military assistance to them 
_.they. in turn spend a much larger amount in aiding less developed 
_peoples—then our aid goes to 1.1 billion people with an average gross 
_national product of $150... _ 
Comparing our internal public debt with that of other nations many 
_ of which have both internal and external debts is even more meaning- 
_less as a measure of need and ability to pay. It is like arguing that 
a man with 2 or 3 children, with a $60,000 mortgage held by his wife 
_on his $100,000 house and with @ $100,000 yearly income and large 
- holdings of stocks and bonds is in more dire financial straits than 20 
..men who each have 5 or 7 children apiece, and each have $3,000 or 
$4,000 mortgages to banks on $10,000 houses, and each have yearly 
incomes of $3,000 or $4,000 or $5,000 and no other savings. . 
__ As a nation we owe our internal debt only to ourselves, within, our 
own ational family. As a nation we do not even shift the burden 
of today’s expenditures to future generations, we only. distribute it 
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“differently: Our Federal public debt is at the present level because 
-we chose to finance part of our current expenditures including the 
_cost of World War if and the Korean war from the pockets of one 
group of our citizens rather than from others with a promise to repay 
‘them or their children by shifting part of somebody else’s earnings—or 
possibly their own—into their pockets at a future date.” Part of the 
reason why our debt is higher than that of some other free world 
nations is because many of these nations canceled their obligations 
accruing from the war either through outright repudiation of their 
internal debt or through a much more rapid depreciation of the value 
of their currency than has occurred in the United States. These are 
all techniques of internal distribution of the burden of public expendi- 
tures and clearly no yardstick of a nation’s wealth or income. 

Lately all sorts of statistical manipulations have been made by 
opponents of the mutual security program to show that the United 
States cannot afford this program. As in the above case they are 
usually based on false logic and bad economic reasoning. The incon- 
travertible basic fact is that the program now costs us about $4 billion 
or less than 1 percent of our gross national product. The cost can 
-be expressed as the equivalent of one airmail stamp or one candy bar 
a day for each American; it is only about one-tenth of the volume of 
installment buying, two-fifths of our expenditures on liquor, three- 
fifths of the expenditures on tobacco; in fact the Federal excise taxes 
on alcohol and tobacco alone are sufficient to more than pay for the 
rae The issue clearly is not whether we can afford foreign aid 

ut whether the objectives deserve this sacrifice; whether a reduction 
of this expenditure would not prove much more costly in the long run. 


Statement 


“Lenin believed and wrote that the master Soviet plan for destroying 
the United States would be to induce it to spend itself into bankruptcy. 
If this is the Soviet purpose, unending and unregulated foreign aid is 
a built-in method for hastening our collapse.” 


Comment 


Former Secretary Dulles commented on this alleged Lenin quota- 
tion in a congressional subcommittee hearing as follows (hearings 
before the subcommittee of the Committee on Appropriations of the 
House of Representatives on mutual security appropriations for 1959, 
85th Cong., 24 sess., pp. 317-318): 


I do not think he ever said that. What he did say was something could be 
interpreted that way, but I do not think correctly interpreted. He said, “The 
time will come when they are so bankrupt that they will lose all power of re- 
sistance.’”’ The interpretation of the word “bankrupt” can be argued as to 
whether he meant financially bankrupt or morally bankrupt, and he is dead now 
‘so we cannot ask him. 


Secretary Dulles later sent a letter to the subcommittee further 
clarifying this matter as follows: 


Since our hearing yesterday morning I have confirmed my impression of the 

statement by Lenin on “bankruptey.’’ It is in Lenin’s selected works, volume 10, 

ages 137-138. Stalin quoted this in his 1924 lectures on the “Foundation of 
ninism”’ in the following way: 

“The decisive battle, says Lenin, may be deemed to have fully matured when 
‘all the class forces hostile to us have become sufficiently entangled, are sufficiently 
at loggerheads with each other, have sufficiently weakened themselves in a struggle 
which is beyond their strength’; when ‘all the vacillating, wavering, unstable 
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as distinct from the bourgeoisie—have sufficiently exposed themselves before the 
people, have sufficiently disgraced themselves through their practical bankruptcy.’”’ 

Lenin was no doubt referring to ‘‘moral” rather than “financial” 
_bankruptey since his theory of the “internal contradictions of eap- 
italism”’ was that capitalism inevitably would lead to overproduction 
and underconsumption so that the capitalist world would have to 
seek new markets h imperialist expansion which in turn would 
result in wars and conflagrations within the capitalist werld. This 
is practically the opposite of what is presumably implied by the idea 
of “spending ourselves into ban ry.” 

_ Lenin was wrong with reference to ‘‘moral’’ , tey.. If he had 
intended to forecast ‘financial’ bankruptcy as Mr. 4 e alleges, he 
would have been — wrong. 

“Bankruptey”’ .— t is the “bankruptey” and the “collapse” 
owhich Mr. Castle foresees for the United States? Presumably it is 
-that our country’s income will decline so that it cannot meet its 
minimum requirements—a minimum living standard of its population, 
minimum Government services for military protection and public 
-welfare, and minimum investments to maintain productive capacity. 
However, the trend in the United States, since the beginning of the 
foreign aid program, is exactly in the opposite direction: We can 
afford more of everything rather than less. Total output in terms of 
real value has increased more than 40 percent and output per capita 

increased about 20 percent. These are increases which are re- 
flected in a significant expansion of homeownership, in a growing 
‘number of life insurance policies to provide family security, in the 
wider ownership of consumer durable products including automobiles 
and washing machines, in increased school enrollment through the 
college level, in increases in vacation with pay, and in higher outlays 
for library construction, in book circulation and publication, and in 
expenditures on educational buildings. Great strides have been made 
in the expansion end improvement of our productive facilities. It-can 
be expected with confidence that the economy will continue to expand 
vigorously over the years. This is not an economy going bankrupt. 

Not only can the American people generally afford more of the 
things that they want and need, but there is more available for the 
private consumption of our citizens than before. Generally the Gov- 
ernment sector of our economy has been declining, as shown by the 
following figures: 


Government} Defense ex- | curity pro- | curity pro- 
expenditures | penditures | gram expen- | gram expen- 
as percent of | as percent of} ditures as ditures as 


1: 


In evaluating these figures from the point of view of what we can 
afford it is worth while to consider not only a comparison of Govern- 
ment expenditures between, let us say, 1945 and 1958, but the fact 


intermediate elements—the petty bourgeoisie and the petty-bourgeois democrats. 

Mutual se- | ‘Mutual so- 

gross national) gross national}, percent of | percent of to- 

product product | grossnational| tal Govern- 

3 product ment expen- 

ture 
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that we:succeeded in increasing the Government share.of our ecomomy 
by 50 pereent and the defense share by nearly threefold in the 3 
years between 1950 and 1953 without any major strain on our econ- 


hese are the significant relationships underlying thequestion of the- 
effect of public requirements on economic viability. 
may be of interest, however, to consider the question of public debt 
and international payments. 

Debt and income.—If we compare the increase in our debt with in- 
creases in national output and income, the indications are;elear and 
unmistakable that the evden of total debt to total output or income 
has not significantly increased and the Federal debt has increased 
at a substantially smaller rate over the past decade. 


[In billions of dollars] 


Gross National | Federal Totaldebt 
national | ineome debt (public and 
; product private) 


increase. J +70 +62 +12 +74 
And what is even more important, t indications are that the 


ratio of debt to national output and mcome will grow even more 
favorable in the foreseeable future. 

Gold movements.—The question of the ability of the United States 
to meet its external obligations has been related to the gold outflow 
of 1958 and early 1959. The net sale of gold by the United States 
during this period is not remarkable. Changes in the ditection of gold 
movements occur from time to time and the recent outflow of gold 
has offset the purchases of gold by the United States in previous years. 
Our gold stocks are now some $12 billion greater than at the end of 
1934. They aré nearly $9 billion in excess of the required domestic 
reserve and ample for the U.S. trade and for all conversions of dollars 
into gold that foreign governments may want to make. In this con- 
nection it should be noted that gold purchases from the United States 
by foreigners last year were not accompanied by a decline m their 
dollar holdings. They did not as.a group shift from accumulated 
dollar balances into gold. Instead, as shown in our balance-of-pay- 
ment data, they continued to increase their liquid holdings by Bri 
billion, indicating their continued confidence in the dollar. i 

“Unregulated aid.” —Although the harsh realities of the world may 
make it necessary to continue the mutural security oo for some 
time, it is certainly not “unregulated.”’ It is not only given the most 
rigorous examination in the executive branch each year, but is also 
passed on each year by four committees of the Congress, and by the 
entire Congress twice, and is under continuing examination by other 
committees during the year. 

“Hastening our collapse.’’—Finally, in none of these matters is the 
mutual security program of decisive influence. The cost of the 
mutual security program is a very modest portion of the U.S. — 
national product—less than 1 percent last year. It averaged about 
7.7 percent of the Federal budget expenditures between 1948 and 


41834—59——-2 
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omy. 
End of year: 
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‘1958, and'was only 5 percent for fiscal year 1958. On this basis, of a 
‘total increase of $24 billion in the Federal debt over these years only 
‘$1.85 billion can be attributed: to the mutual security program. The 
mutual security program also does not materially affect the balance 
‘of U.S. international payments. Foreign gains of gold and ‘dollars 
from transactions with the United States are the net result of all 
international transactions of the United States, including trade, 
tourism, military expenditures abroad, — capital outflow, as 
well as foreign aid. They cannot be ascribed to a particular category 
of transactions. 


“The foreign aid. program is causing the flow of gold out of the 
United States to the detriment of our fiscal position. 


Comment 


1. Is the mutual security program responsible for the recent outhow 
of gold from the United States? 
Us. ‘old sales reflect the use by foreign countries of dollars accru- 

_ing to them as a net of all their international transactions with the 
United States—imports, exports, tourist and other service items, 

‘private capital movements, military expenditures, and foreign aid. 

ld sales cannot, therefore, be ascribed to any single element in the 
balance of payments. Substantial shifts in the amount and direction 
of gold transactions occur from time to time. In the 13 years since 
1945 the United States has gained gold in 7 years and lost gold in 6 
years. Our gold stock today. is $20.1. billion, the same level as at the 
end of 1945, and $7.7 billion above the level before World War II 
(end of 1937). 

2. Would a reduction in foreign aid reduce U.S. gold sales to foreign 
countries? 

_.. Such a result cannot be predicted with any precision. It is true 
that foreign aid is a payment to foreigners and, if everything else 
remained the same, a reduction. would theoretically reduce the dollars 

-in the hands of foreigners which might otherwise be converted into 

gu. But everything else would not remain the same. Our exports, 

_for example, would fall also to the extent that they are dependent on 

-foreign aid. It is impossible to predict the precise consequence on 
gold sales of a cut in aid, but a drastic cut might well result in a 

_shock to world security and stability. — 

- It should be noted that about 90 percent of our international pay- 
ments consist of payments other than foreign aid (Government loans 
and grants) as.is shown in the following tables. Moreover, much of 
the aid is utilized to pay for U.S. exports which otherwise would not 
. take place. 


Statement 
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U.S. payments, 1955-58 
© [in'millions of dollars) 3 
1986 1957 1958 
Imports of goods and services: 
Goods. H, 527 12, 791 13, 291 12, 944 
Services ! 6, 410 7, 019 7, 416 7, 747 
Total. ....... 17, 987 19, 810 20, 707 20, 691 
Unilateral transfers: 
Private remittances, pensions - . 585 637 694 696 
Government nonmilitary grants 1, 901 1, 695 1,613 1,611 
Total 2, 486 2,332 2; 307 2,307 
U.S, capital, net outflow: 
Private... 1, 211 2, 980 3,211 2, 924 
-Gevernment. 310 626 963 963 
Total. 1, 521 3, 606 4, 174 3, 887 
Grand total, U.S. payments *_.. 21, 944 25, 748 27,188 26, 885 


1 Of which tourist expenditures are 1,155,-in 1955; 1,275, in 1956; 1,372, in 1957; and.1,454, in 


2 Does not include Government military transfers 


~ 2,440, in 1957; and 2,510, in 1958. 


1958. 
r grants, which were 2,134 in 1955; 2,605, in 1956; 


U.S. Government nonmilitary grants and net Government capital outflow, compared 
ay with total payments 


{Dollar amounts in millions] 
1955 1956 1957 1958 
© () Total'U.S. payments (including imports)_..:.-..... $21, 944 $25. 748 $27, 188 $26, 885 
(2) Government nonmilitary grants and Government tes 
net capital outflow, total... $2, 211 $2,321 $2, 576 $2, 574 
- (8) (2) as percentage of (1)... 9 9 10 


3. What are the causes of the recent gold sales? — 


Last year, 1958, we sold $2.3 billion of gold 
This year, 1959, -we -have so 


second quarter. 


almost half of it in the 
id $397 million through 


‘June 5. Obviously this is a much lower rate. Several factors have 
“contributed to these sales, the most important being the large net 
_ dollar. accruals by foreigners. These. net foreign dollar accruals have 
been facilitated by a decline in U.S, aipatn Webi the peak level of 
1957, when the Suez crisis boosted our exports, and by maintenance 
of our imports at a level only slightly below that of 1957. 
_. ‘Thus in 1958 there was a cessation of the large emergency oil ex- 
ports related to the closing of the Suez Canal; cotton exports were 
_down from their. abnormally high levels in 1957 when foreign stocks 
were being replenished after being very low in 1956 pending revision 
of the U.S. export price; wheat exports, down in 1958 had also been 
unusually large in 1957 because of poor European harvests in 1958 
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and special U.S. deliveries to the:Far East; metals, coal, and automobile 
exports declined also for special reasons, especially the recession in 
Canada and T six commodities accounted 


for about 
three-fourths of the decline. 

There has also been pong, economic recovery in Western 
Europe and Japan, which we have fully supported, placing them in a 
better position te eompete both in world markets and here. Our im- 
port levels, although somewhat lower, have been well maintained. 

Other reasons for our recent gold sales have included the conversion 
of dollarearnings-into gold by foreign monetary authorities to rebuild 
the gold portion of these reserves to traditional levels. The sound 
rebuilding of reserves hasnot been an unhealthy development. There 
may also have been some conversion in anticipation of gold payments 
by these countries to the International Monetary Fund as a result of 
the recent decision to increase the Fund’s resources, which the United 
States has supported. 

With regard to the desire'to rebuild gold reserves, it should be noted 
that some countries have traditionally kept the bulk of their reserves 

the form of.gold. During the war and immediately thereafter this 

ld was used in part to finance essential purchases in the United 

tates. Now that European countries .are.in a-position to do so, they 
have been buying back part of the gold they previously sold to us. 
They may continue to make such purchases from time to time if their 
current dollar accruals permit ont if pen are still holding what they 
consider less than a normal portion of gold in their reserves. 

With regard to making gold payments to the Fund as a result of the 
recent quote increases, it should be noted that one-quarter of the 
quota increases must be paid in gold and that some countries may 
obtain the needled gold ‘by purchases from the United States. Our 
own gold for our increased quota $344 million and this 
amount will be made when the formalities of the quota increases are 
completed. The executive branch and the Congress fully supported 
our increased quota. 

Our gold )stock constitutes a very substantial monetary reserve, 
well in ‘excess of the requirements for monetary reserves as estab- 
lished by law. 

4. What is the role of our gold stock, domestically and internationally? 

The gold stock of the United States serves two essential purposes: 
(1) a reserve for Federal Reserve notes and deposits; and (2) a means 

_of settlement of international balances. 

The Treasury gold stoek is the reserve for our currency and bank 
eredit structure. The Federal Reserve banks must hold a legal 
reserve of a minimum of 25 percent in gold certificates against their 
outstanding notes and deposit liabilities. Federal Reserve notes form 
the major part of our eurrency. Deposite at the Federal Reserve 
banks constitute the legal reserves of member commercial banks. 


The gold stock of the Treasury, therefore, is an ultimate reserve 
against notes issued and bank deposits. At present the Federal 
Reserve banks have gold certificate reserves of over 40 percent of their 
note and deposit liabilities or about $8.5 billion in excess of their 
required reserves, 


vporecsses 
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The gold stock of the United States is also available for the ultimate 
settlement of balances arising from international transactions. Under 
the authority of the Gold Reserve Act of 1934 the United States main- 
tains an international gold bullien standard under which the Treasury 
buys and sells gold in transactions with foreign governments and 
banks for the settlement internatio balances and 
egitimate monetary purposes. e price since February 1934 has 
been $35'an duncé. does‘not.sell:gold to private foreign 
persons or companies. 

Most international transactions of the United States are settled 
through dollar transfers among accounts held by individuals, organiza- 
tions, business firms, central banks, and governments. If a foreign 
‘government or central bank wants to convert its dollar accruals, it 
may do so by buying gold from the Treasury, 

Statement 

“At home, this growing loss of confidence in the dollar is evidenced 
by the current flight of gold from U.S. ownership. Foreign govern- 
ments and banks with dollar credits in the United States ean demard 
and receive payment m gold. But our Government will not redeem 
im gold, dollar credits owned by U.S. citizens” (p. 13). 

is no. evidence in .1959.that this flight.of gold has ceased” 
(p. 14). . 

* Foreign aid) “is ially responsible for the alarming flight of 
gold from our control; * * *” (p. 30). 


Comment 

Apparently the reference to: “the current flight of gold from U.S. 
ownership” refers to the net. sales of $2.3 billion of U.S. gold last year 
when a number of foreign countries were rebuilding their gold reserves 
to what they considered more normal levels. The lar decline 
during 1958 occurred in the second quarter—$1,038 million; in the 
third quarter the decline was $483 million and in the last quarter, $339 
mnillion. During the first quarter of 1959, our gold stocks declined 
only $92 million. 

We do not extend to foreign private banks or foreign private citizens 
the privilege of converting their dollar assets into gold. We maintain, 
as an impertant phase of-our monetary policy, the practice.of buying 
gold from and selling gold to foreign governments, central banks 
and under certain circumstanees, international institutions, for the 
purpose of settling international balances and for other legitimate 
monetary purposes, 

It should be noted that gold purchases from the United States by 
foreigners last year were not. accompanied by a decline, in their dollar 
holdings, in the aggregate. They did not as a group shitt from accum- 
ulated dollar balances. into gold. Instead, they continued to increase 
their dollar holdings by $1.1 billion, indicating their continued 
-confidence in the dollar. 

The net sale of gold by the United States in 1958 is not alarming. 
pa go in the direction of gold movements occur from time. to time 
and the outflow of gold last year has offset, the purchases of gold by 
the United States in previous years. Our gold stocks are now some 
‘$12 billion. greater,.than at the end of 1934. In this connection the 
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gold) stocks since 1934 may 
Annual net | Net increase 
gold stocks since end 
of 1934 
0, 123 1, 884 ‘1, 884 - 
258 1,135 3,019 
12, 760 1, 502 4, 521 
14, 511 1, 751 6,272 
17,643 3,132 9, 404 
21, 995 4,352 13, 756 
22, 786 741 |; 14; 497 
22, 726 —10 14, 487 
21, 938 | —788 13, 699 . 
20, 619 ~1,319 12; 380 
20, 065 — 554 11, 826 
20, 529 464 12, 290 
22, 754 14) 515 
24, 244 1, 490 16, 
24, 427 183 | | 16, 188 
22, 706 ~1,721 14,467 
22, 695 ot 14, 
23, 187 492 14, 948 
080 =1, 157 13, 701 
21; 713 gaz 13, 474 
21, 690 —23 13,451 
21, 949 | 259 18,710 
20, 442 | St 12, 147 


Foreign gains of gold and dollars from transactions with the United ) 
States are the net result of all of the international transactions of the 
United States, including trade, tourism, military expenditures abroad, | 
private capital outflow, as well as foreign aid, ete. They cannot be 
ascribed to a particular category of transactions. 
Statement 


Mr. Castle includes such references to the U.S. economy as: 
“« * * * desperateness of our national financial situation * * *,” 
“The Nation moves ever closer to the precipice of national financial 
catastrophe.”’ 
“* * * signposts that disaster is ahead * * *,”’ 
Comment 


These statements misrepresent the facts concerning our national - 
economy. The United States is at the highest level of production in 
history and sppeare to be continuing to move upward. The progress’ 
achieved can be seen in the following figures for gross national product 
and national income over the last 10 years. zer$ 
- It is of interest also to contrast the increases in national output and 
income with the increase in Federal-debt over the same period. The 
table below compares changes in gross national product and income’ 
with changes in debt for the 10-year period 1948 to 1958. It indicate’ 
in clear and unmistakable -terms that the burden of total debt to total 
output or income has not significantly increased and the Federal debt’ 
has increased at a substantially rate over the past decade. - 


ThA 


~ 


following, data- concerning, changes im our 
be of interests lansiters pes 
1980 (end of Mardh): 222.2202. 
fe 
I 


[In billions of dollars] - 

‘Gross’ |? | ‘potar dept 

4 national, income |. débt (public and 
product _.ptivate) 
End of year: 


And what is even more important, present indications are that. the 
ratio of debt to national output. and income will grow even more 
favorable in the foreseeable future, 

Although the growth of debt in our economy has ereated. a. number 
of problems, it cannot be said that the national well-being has. dete- 
riorated in the past decade. At. the present time our total. national 

roduction of all goods and services.is .at,an-annual rate.of over $460 
ion. This is more than 40 percent greater—at: constant prices— 
than our output in 1948, and over 120 percent greater than the. total 
value of production in 1939. Per capita personal income. after taxes 
in dollars of constant purchasing power is 16 percent greater. than. in 
1948 and 60 percent greater than in 1939... This. is, the real, measure 
increased national wealth and increasing living stand- 
s. 


Statement 
“It [foreign aid] is the greatest single source of inflation.” 
Comment 


This sweeping allegation is completely invalid. The effect: of the 
mutual security program on the U.S. eeonomy is accurately described 
in the following recent statement by Acting Secretary of State Douglas 
Dillon before the House Committee on Foreign Operations of the 
House Committee on Appropriations: 


Fourth, there can be no doubt that the U.S. economy can bear the cost of this 
program—-quite aside from the fact that: not to have it would be intolerably more 
costly to us. The $3.9 billion requested for fiscal year 1960 is expected to be only 
about 0.8 percent of the estimated U.S. gross national product, a smaller propor- 
tion than the average for the past 10 years. During this period in which the 
United’ States has been providing substantial aid to other countries, the American 
economy has grown at an average rate of 3% percent a year, with total output 
in terms of real value increasing by more than 40 pereent. ‘Thus, during this 
period of international crisis requiring major U.S. expenditures on these critically 
necessary programs, we have seen a major improvement in the standard of living 
of our own people, while maintaining and developing our security—political, 
military, and economic—for the present and for the future. 


Statement 


“Tt is alleged that foreign aid is responsible for the employment of 
600,000 American workmen. ‘This claim ignores the fact that Ameri- 
can workmen are already suffering from unemployment resulting from 
foreign aid grants to competitive industries abroad. * * * roday 
we have nearly 5 million unemployed; foreign aid has been a contribut- 
ing factor.” 
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Comment 


The claim. that i 1 aid is partly responsible for an increase in 
unemployment is completely unsubstantiated. The increase in un- 
employment from some 2.8 million persons in the 1955-57 period to 
more than 5 million in 1958 is attributable largely to domestic fact: 

m particular the reductiom in business spending for new plant an 
equipment and the liquidation of business inventories. sharp 


of consumer nondurable — fell only slightly. With the resumption 
of economic nsion, big pockets of unemployment continue to 
be in the durable goods field, in coal mining, and rn railroading and 
transportation generally. The reasons for unemployment im these 
‘sectors are many, but 1t has never to our knowledge been seriously 
contended that competition from comparable enterprises in the less 
developed areas of Africa and Asia was a significant cause of decline 
in the US. railroad, transportation or other durable goods mdustries. 
It may be pointed out that (a) foreign aid- expenditures in this coun- 
try do im faet help directly to merease employment; and (6) as other 
countries develop and increase ‘their earnings, they become better 
-eustomers. For example, in West Germany where the production of 
manufactured goods increased 110 percent between 1950 and 1957. 
their maperts of manufactured goods increased over 300 percent and 
their imports of such goods from the United States increased over 
500 percent. 

This is not. to deny that. economic development abroad may increase 
competition for particular U.S. industries, but the adjustments that 
particular U.S. industries may need to make as a result of such compe- 


tition are much easier to make in an expanding world economy. 


Within the United States itself, competition ‘within and between 
industries requires contimung adaptation. This is what we mean 
by free competitive enterprise. Furthermore, economic development 
abroad will undoubtedly increase the demand for many products of 
US. industry. The bulk of U.S. foreign trade is with countries 
having a high degree of industrial development rather than with 
underdeveloped countries. | 
Statement 


Tt has been stated thatthe United States spent more on reclama- 
tion projects. abroad last year than on reclamation projects. at home, 
Is the statement correct? . 

The statement is meorrect. 


Comment 


The term “reclamation” has no universally accepted definition. 
Using the definition employed by ICA as explained in the following 
paragraph, a total of $65.9 million was obligated by ICA and the 

evelopment. Loan Fund for reclamation projecis during fiscal year 
1958. In the same year Federal Government agencies spent a. total 
of $720.8 million for reclamation-type projects.in the United States. 

The definition of “reclamation” which has been used by ICA 
involves comparison of the Federal Government’s expenditures for 
water resources and related developments, less amounts identified 
with navigation and waste treatment facilities; with ICA’s obliga- 
tions for identifiable projects for irrigation, reclamation, flood control, 
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and power. Lists of such ICA projects with their respective obliga- 

tions have been prepared many: times in the last few years in-response 

to specific congressional requests. Our general procedure im making 

- comparison has been discussed with a Bureau of the Budget 
sentative, who has agreed it is correct. 

‘he total Government figure of $720.8 million, based on informa- 
tion appearing: on: page 974 of the official 1960: Federal budget, is 
comprised of expenditures, as indicated below, by a number of Federal 
agencies for flood control, irrigation, and water conservation, multi- 
purpose dams with. hydroelectric power facilities, steam-electric power- 
plants, and power transmission facilities: 


Millions 
‘Tennessee Valley ‘Authority. 104.9 
Bonneville Power Administration. ________. '25: 5 
International Boundary and Water Commission. 1.8 
Southwestern Power Administration. ee .9 
Statement 


Highways and ay a are being built in foreign lands while our 
own road system has been neglected for many years. 
Comment 


During the period of July 1, 1954 to December 31, 1958, the U.S. 
Government, through ICA, obligated funds for highway improve- 
ments and development i in aid receiving countries in the approximate 
amount of $203 million 

During approximately the same period (i.e., calendar years 1954-58) 
some $25 ballton were expended for new highway construction in the 
United States. Moreover, the annual figures show that these ex- 
penditures rose each year. 


Pillions 


Eugene Castle alleges that foreign trade is-declining- and: that our 
reliance on @ foreign aid program rather than on private initiative is 
the reason for this decline. 

(a) Has private foreign trade increased or decreased in the last 
few years? 
(6) What are the figures for each year? 
Comment 

{a) Private foreign trade has shown strong growth in recent. years 
except for a Lng 1958.. The value.of private U.S. sales to foreign 
countries, both of manufactured. s and farm products, rose 68 Sper 
cent, from. 1953 to 1957.. Even when the decline in 1958.is inel . 
the growth in such trade since 1953 amounts to 40. percent. This- 


lace 
a 
Statement 
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contrasts with an increase of 18 percent in total retail trade with the 
United States during the same period, indicating the rising trend in 
the importance of these growing foreign markets to continued expan- 
sion of the U.S. economy. 

The decline in U.S. exports during 1958 was due primarily to such 
factors as (1) recessions in Canada and Japan, (2) a decline in world 
prices of raw materials which in turn reduced purchasing power of 
countries producing such commodities, and (3) a worldwide oversupply 
of petroleum, apparently in reaction to the Suez crisis in 1957 during 
which year U.S. petroleum exports were unusually large. There is no 
evidence that the reduction in U.S. exports in 1958 was related to the 
US. foreign aid program. | 
- The United States in recent years, including 1958, has been export- . 
ing substantially more of its products to foreign countries than we 
have been importing from them. 

(6) Private exports from the United States have been as follows: 


Calendar year— Billion 


Private exports are computed by re from total U.S. 
exports the value of military exports and nonmilitary Government 


grants. 

~ U.S. imports during these 5 years were as follows: 

Calendar year— Billion 


The mutual security program has greatly contributed to this 
expansion of U.S. private foreign trade, rather than retarded it. By 
assisting in rebuilding war-devastated economies and in developing 
backward economies, this program has helped to strengthen the 
internal economic structure. and the foreign exchange position of 
foreign countries so that they have been able to greatly increase their 
purchases of capital and consumer goods through private foreign 
trade channels and thus to become much better markets for U.S. 
producers. By helping free governments to resist communism and 
to achieve security and orderly progress, this program has helped to 
create those conditions of stability and peace which are indispensable 
to durable and expanding private international trade relations. Also, 
it should be pointed out that the bulk of the economic assistance 

rovided under the mutual security program has consisted of the 

ancing of purchases, made thro private commercial channels, 
of goods and services from erivate US. suppliers. This has meant 


not only largé-seale sales by private U.S. suppliers under the economic 
assistance programs themselves, but introduction of U.S. products in 
foreign markets and the establishment of trade relationships which 
stimulate further U.S. marketings abroad entirely outside the mutual 
security program. 


purpose is to enable 
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The charge has been made that unfair foreign competition is closing 


the doors of numerous American industries. The charge continues 


that we are sending our technicians and machines to foreign lands to 


provide the know-how to produce goods that will destroy markets of 


our own. 
Comment 
Under the economic assistance and technical cooperation programs 
authorized by the Mutual Security Act, ICA and. its predecessor 
agencies have sent equipment and technicians to foreign countries. 
e equipment has been furnished to rebuild the industries destroyed 
in Europe by World War II and to assist in the economic developmeat 
of the underdeveloped areas of the world. Technical assistance has 
been furnished to countries to increase their standard of living and 
strengthen their economies. 
The furnishing of equipment and technical assistance is aimed at 
achieving the prime purpose of the mutual security program. This 
the United States to survive in a world in which 
nations have been able to remain free through the achievement of 


strong and stable economies. 


Although this is the principai purpose of the mutual security 
program, the program has had the additional effect of creating jobs in 
the United States and increasing the export trade of the United States 
through the building of economies which can afford to purchase goods 
from this country. Therefore, it would appear that, if anything, the 
operation of the mutual security program has had just the opposite 
effect from that indicated in this question. 

In order to ascertain the competitive impact, if any, of ICA dollar- 
financed projects on the U.S. economy, investigation was made of 
a total of 1,673 dollar-financed projects obligated in fiscal year 1958 
from all ICA allotments (development assistance, technical cooper- 
ation, defense support, special assistance, and other). These fiscal 
year 1958 obligations totaled $477.8 million: 

Only 3.2 percent of these projects were designed to assist production 
of commodities abroad which are also produced in the United States, 
and which, under certain conditions, may compete with U.S. industry 
and agriculture. Another 4.9 percent of these obligations went to 
finance projects designed to increase agriculture or industrial 
production generally, including elements which may enter into com- 
petition with U.S. production. The remaining 92 percent of the fiscal 
year 1958 project dollar obligations went to projects considered 
noncompetitive with U.S. output. 

The noncompetitive dollar projects obligated in fiscal year 1958 


_ totaled $438.9 million, of which $4 million were for projects designed 


to increase production of essential U.S. imports. (Noncompetitive 


projects include domestic transportation, health, education, public 


services, agricultural research, meat and dairy products, and, in 
general, agricultural assistance in countries where because of rate of 
population growth and other economic factors production is not 
competitive.) 

In order to place the findings in proper. perspective, it should be 
emphasized that all economic assistance promotes competition, in 
the sense that the objective of the programs is to build more vigorous 
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societies. Even health and education programs, by strengthening 


and improving manpower resources, ultimately contribute to higher 


levels of production. Transportation and power facilities help 

The economic growth of the free world, and eapocially of the less 

developed countries, is a vital foreign policy objective of the United 


States. One of the basic reasons for our pursuit of this objective is the 


firm belief, of ten reaffirmed by the President, that in the long run 
such growth is bound to have highly beneficial effects on the U.S. 
economy. 

Statement 

_ How can the United States justify the stimulation of production of 
agricultural products abroad while our own farmers are suffering from 


low prices and decreased acreage allotments and while the American 
taxpayer has to support the farmers through subsidies? 
Comment 

This question might be taken to mean (1) that U.S. farmers would 
be in a better economic position if foreign aid dollars were not used to 
stimulate certain agricultural production abroad and (2) that dollars 
used for such purpose in foreign aid could be better employed in 
be ie the economic. conditiow-of the U.S. farmer. 

s to the first point, it is unlikely that U.S. farmers would be better 
off if we did not attempt to stimulate foreign agricultural production. 
In the first place, our experience has been that the stronger a country 
becomes economically the more of our farm products tt consumes. 
Secondly, it is ICA policy to finance only those agricultural projects 
which meet the test of not competing with U.S. exports. fee: cig 
projects in the underdeveloped countries receiving such ai 
competitive with U.S. exports for a variety of reasons: (1) The crop 
in question in most cases is not surplus in the United States; (2) the 
countries’ increased needs may be too large to supply from the United 
States; (3) most of these countries have a dollar shortage and the cost 
of importing the commodity may be excessive; and (4) those who will 
benefit by project may not have money to purchase needed food 


(in this connection, projects to stimulate small farm production for 


home consumption are an important part of our programs). In any 


case, the contributions we make to agricultural evelopment are 
, directed toward the basic objective of making these countries capable: 


~ meeting needs which cannot be filled by imports from the United 
tates. 


It may be noted that more than 30 percent of all U.S. economic 


assistance expenditures from the start of the program to June 30,. 
1958, were to finance the export of U.S. agricultural commodities. 
(sales and nts under Public Law 480 are in addition to these: 


amounts). Moreover, exports of U.S. agricultural commodities in 
fiscal year 1958 were the third highest in history, and the alltime record 


of $4.7 billion of U.S. agricultural exports was established in fiscal 
year 1957. 


The second point, that our dollars would be better employed for: 


improving the economic condition of our farmers than for increasing 
production abroad, relates to the basic concept of the mutual security 
program. Aside from the question of what our domestic farm program 
should be, one of the basic considerations behind the mutual security 


are non-.- 
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is that we do what appears necessary to avoid the risk of less 
-developed countries of the free-world becoming dangerously susceptible 
to Communist influences. This objective is in the security interest of 
the United States. The agriculture of most of these countries is in a 
rimitive state. They lack basic notions of soil conservation, diversi- 
cation, and production techniques. They are incapable of supplying 
their own most fundamental needs and are faced with rapidly growing 
populations. Agricultural assistance te such countries, we believe, 
strengthens them in a most direct way. 


Statement 

“So far as the survival of the American people is concerned, mili 
assistance to European and Asiatic countries is not essential. Authori- 
tative studies show convincingly that the Western Hemisphere can be 
defended and made self-sufficient both in peace and war (citing S. Doc. 
No. 84, 84th Cong., Critical Materials).’’ 


Comment 

This criticism is clearly based on the concept of ‘Fortress America,” 
in direct contradiction of the unchallengeable lessons of the entire 
post-World War II record. It would lead the United States down a 
path of increasing constriction of power and influence, cut off from 
allies, from the security afforded by dispersed defensive capabilities, 
and from the sources of raw materials upon which it is heavily depend- 
ent in both peace and war, and eventually isolated as the sole target 
of a hostile world. 

In spite of our Nation’s immense economic resources, we must 
import many strategic materials from other free nations: 


Percent Percent 
100 


The argument also overlooks the increasing importance to our con- 
tinued economic health of U.S. exports, which have multiplied seven- 
fold from the prewar average in 1936-38 of $3 billion to $20.8 billion in 
1957. 

From a military paren nets the criticism is clearly invalid in the 
light of the character and potentialities of new and prospective Com- 
munist capabilities, such as long-range missiles which Rogan distant 
early warning systems, on bases beyond the continental limits of the 
United States. The relationship of the military assistance program to 
such warning facilities and bases in forward positions from which 
allied and U.S. defense forces may operate has already been pointed 
out in other comments on the committee’s criticisms. These obser- 
vations show that military assistance is intimately interrelated to our 
own domestic defense requirements. 

The “pushbutton” concept does not deal with the question of the 
availability of large, well-trained allied forces who are capable of 
dealing with Communist aggression in other parts of the world, and 
which are substantially assisted in their missions by the pony | 
assistance program. The criticism fails to take into account that 
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war dangers are not necessarily; general war threats, and that the 
security of the United States may be just as surely affected by a 
Communist-free world conflict’ fought by: allied forces far from our 
shores as by direct attacks upon our Defense Establishments. The 
example of Quemoy should — to illustrate. 
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AID TO COMMUNIST COUNTRIES 
Statement 

‘We continue to pour hundreds of millions into Yugoslavia, Poland; 
and Indonesia despite the fact that we know that the dictators who 
5 these Communist countries would surely turn against us in time 
of war.” 

“‘At the same time that Mr. Dillon was demanding the full restora- 
tion of $225 million of development loan funds, previously and prop- 
erly denied by the last Congress, our Communist collaboration cell in 
the State Department was arranging to provide $200 million to 
Communist Poland, and more tens of millions to both Yugoslavia and 
Indonesia. Mr. Dillon might just as well urge that these funds be 
sent direct to Moscow.”’ 


Comment 

Yugoslavia.—Both statements are directed toward the supposition 
that. as long as Tito remains a Communist he cannot be realty inde- 
pendent of Moscow. The course of events in the past 10 years does 
not, however, appear to have borne out this supposition, Tito has 
indeed remained a Communist and one who repeatedly reaffirms his 
faith in the building of socialism, which he identifies as the common 

oal of all Communist states. It is in this sense that he envisages 
Moses and Belgrade pursuing the same aim. 

Tito has insisted. however on the right of each nation to build 
socialism in its own way; without outside direction or interference. For 
10 years now, in the face both of harsh pressures and attractive 
blandishments, Tito has maintained this position. In the fall of 1957 
Yugoslavia was asked to sign a declaration along with the other Com- 
munist states which confirmed Soviet domination of the Communist 
movement and rejected revisionist tendencies. Tito refused and 
shortly thereafter the Yugoslav Communist Party published a new 
party Te which reasserted a number of important ideological 
positions directly at variance with those of Moscow. The result was 
the withdrawal of over $350 million of economic assistance which had 
been promised Yugoslavia by the Soviet bloe and: the initiation of a 
new campaign aimed at denigrating and isolating the Yugoslav regime. 
The Yugoslavs have answered each’ attack in terms highly critical of 
Moscow and the other bloc states. Thus a struggle which has broken 
the unity of the Communist community has been continued and the 
challenge maintained to Moscow’s right to dominate and direct the 
building of socialism throughout the world, 

This is the mark and importance of Yugoslav independence. It 
has contributed to strife and disunity in the past in the Communist 
world—the Yugoslav influence on events in Poland and Hungary, for 
example—and can be expected to do so in the future. Were Yugo- 
slav independence anything less than genuine it is difficult to imagine 
that Moscow would either have allowed Yugoslavia to exert such 
seriously deleterious influence on Communist unity or would have 
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exerted such pressure, often to its own disadvantage in uncommitted 
areas, to bring Yugoslavia back into the Soviet bloc or at the very 
least to isolate its influence. 

At the time of Yugoslavia’s break with the Soviet Union it was 
subjected as indicated above, to severe economic, political, and mil- 
itary pressure from Moseow, a pressure which ‘has now been partially 
renewed. The United States and other Western Powers’ endeavored 
to assist Yugoslavia in meeting this pressure by the provision of 
military and economic aid. Grant military aid has been terminated 
by mutual agreement between Yugoslavia and the United States but 
we continue to provide economic assistance in the form of sales of 
surplus agricultural commodities for Yugoslav currency, technical 
assistance, and loans for economic development projects in order to 
strengthen the foundation on which Yugoslav independence rests. 
Yugoslavia today is still not able to teal of its needs from its own 
economic resources. It would therefore, in the absence of Western 
rong , Yemain vulnerable to economic pressure from the Soviet 

oc. 

Poland.—The U.S. Government believes, in view of the develop- 
ments in Poland since late 1956, that it is mutually advantageous for 
the people of the United States and Poland to expand their economic 
relations. ‘The October 1956 upheaval in Poland attracted world 
interest to the continuing struggle of the Polish people for freedom 
and independence. President Eisenhower spoke of the Poles in the 
following terms: . | 

A people like the Poles who have once known freedom cannot be for always 
deprived of their national independence and of their personal liberty. 


He further stated that our aim is— 
to help those freedom loving people who need and want and ean profitably use 
our aid that they may advance in their abilitv for self-support and may add 
strength to the security and peace of the free world, ‘3 

The United States held talks with Polish representatives in 1957 
and 1958 to discuss these economic matters and to consider, in par- 
ticular, Poland’s interest in obtaining U.S. agricultural commodities 
in surplus supply. The Polish Government has consistently stated 
during these discussions that it is seeking loans and not grant aid. 
The Polish delegations have stressed Poland’s desire for an expansion 
of normal economie relations with the United States, based on such 
eredits and loans as might be available in this country. The U.S. 
delegation’s objective in its — of the Polish proposals has been to 
determine ways and means by which the United States could respond 
and thereby help the Polish people. 

The delivery in Poland of the commodities provided under the 
agreements concluded earlier has contributed to the improvement of 
stocks of grain in Poland as well as to improvement in the supplies of 
raw materials needed for certain Polish industries. Polish repre- 
sentatives have assured us that the wheat which the United States 
sold to Poland under the Public Law 480 agreements has enabled the 
Polish Government to make over a 30-percent reduction in compulsory 
deliveries of grain by farmers to the Polish Government. : 

Further discussions began in éarly March of 1959 on additional 
Polish requirements. By an agreement which was signed on June 10, 
1959, Poland will purchase $44 million of surplus agricultural com- 
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modities under Public Law 480 to meet-its immediate requirements. 
In addition, a line of credit. has been extended to Poland for the 
procurement of polio vaccine and to help pay for the ocean transporta- 
tion costs of the agricultural commodities. 

Indonesia.—Indonesia is not a Communist country nor is it a 
dictatorship. The Indonesian Constitution provides for a president, 
vice president, unicameral legislature and a cabinet responsible to 
the legislature. In the popularly elected Parliament, the Nationalist 
Party and 2 Moslem parties (all non-Communists) occupy 159. of 
the total of 260 seats, the Communist Party occupying 39 seats. 
There are no Communist Party members in the present Cabinet. 
In the past 10 years which have elapsed since Indonesia achieved 
independence in 1949, U.S. economic aid to that. country has totaled 
approximately $196 million, chiefly in the form of grants for technical 
cooperation ($61 million) and loans for economic development ($135 
million). The United States has also extended economi¢ aid. to 
Indonesia in the form of sales of U.S. surplus agricultural commoditiés 
for Indonesian currency ($98.6 million under an agreement signed in 
1956 and $40.3 million in' an agreement concludedMay 29, 1959). 
The United States has also signed an agreement to lend Indonesia the 
rupiah equivalent of $70 million out of rupiahs paid by Indonesia to 
the United States for surplus agricultural commodities sold to Indo- 
nesia. These funds were generated under the 1956 Public Law 480 
agreement. U.S. military aid has consisted of the selling of light 
military equipment, chiefly for army infantry, under an agreement 
entered into in August 1958. Indonesia's foreign policy is one of 
nonalinement with either of the major world power blocs. Indonesia 
endeavors to maintain friendly relations with both Communist and 
non-Communist countries, and has a history of generally good relations 
with the United States. 


Statement 


“Foreign aid has given more than $2 billion to governments that 
are hostile to. the United States. This includes the Soviet Union, 
Yugoslavia, and Poland,” 


Comment 

On page 1 the report cites with apparent approval the relief 
assistance authorized by Congress to the Soviet Union in 1921 and 
1923. Of “foreign aid” given to Communist countries since the end 
of World War II over $900 million falls in the same category. The 
bulk of this was UNRRA aid motivated by humanitarian purposes 
and directed to our wartime allies; it was given prior to the closing 
down of the Iron Curtain and before the initiation of the Marshall plan. 
A much smaller portion given since then assisted Hungarian refugees, 
unwilling victims of Communist tyranny in East Germany; and pro- 
vided some famine and extraordinary relief in Hungary. . 

Apart from such relief assistance, only Yugoslavia and Poland, 
among Communist governments, recerved aid since the beginning of 
the mutual seeurity program. Our aid to Yugoslavia has mede it 

ossible for Yugoslavia to’ maintain its independence from the Soviet 
bloc. It serves to demonstrate that Communist countries which free 
themselves from Soviet control an ddo not attempt to subvert the free 
world can enjoy mutually advantageous relations with the United 
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States. The current situation, the fruit of past assistance, provides 
an to foster a closer association between Yugoslavia and 
the West. Similar considerations have been the basis of our recent 
assistance to Poland. Although the situation in Poland is not iden- 
tical with that in Yugoslavia, it is in the interest of the United States 
‘to foster greater independence in Polish policies and less economic 
reliance on Soviet Russia. 

A detailed account. of all assistance to now Communist countries 
since the end of World War II is found on pages 4861-4862 of the 
Congressional Record of April 7, 1959. A summary follows. : 

1. Albania received $20.4 million in relief assistance from the United 
States through the United Nations Relief and Rehabilitation Admin- 
istration (UNRRA). This relief was given immediately after World 
War II, and no U.S. aid was made available after June 30, 1947. 

2. Ozechoslovakia also received U.S. relief assistance after World 
War II through UNRRA in the amount of $183 million. Since 1948 
the only assistance given under the mutual security program has been 
in the form of famine and other extraordinary relief for the Czech 
people, valued at $2 million, and even this was given before 1955. 
-. 8. Hast Germany.—The $17 million of assistance given the East 
Germans in 1955 represented food distributed to unwilling victims of 
communist tyranny in Kast Germany and to flood victims in the same 
area. This aid was Fiven, not to the government, but to the ms aon 

4. Hungary—Of the $16 million in U.S. assistance attributed to 
Hungary, over $2 million was provided through UNRRA before 
June 30, 1947. ‘The remainder did not go to Hungary, but was largely 
used to help Hungarian refugees escaping Soviet oppression in 1956 
and 1957 and for famine and other urgent and extraordinary relief. ’ 

5. Poland received $364 million through UNRRA before June 30, ' 
1947. Approximately $1 million in assistance was also given by the 
American Red Cross and private agencies. Only $66,000 had been 

anted under the mutual security program. Poland had also been 
oaned $78 million, of which about $25 million had been repaid by 
December 31, 1958. After Poland’s partial break with the Soviet 
bloc in 1956, the United States, in order to improve and stabilize the 
Polish economic situation, sold Poland U.S. surplus agricultural com- 
modities totaling $138 million and loaned her about $55 million in 
dollar credits under the mutual security program. 

6. U.S.S.R.—No aid of any type has been extended to the U.S.S.R. 
since 1947. There remains about $222 million owed to the United 
States representing lend-lease supplies furnished the U.S.S.R. at the 
end of the war; this aid was originally provided on a grant basis but 
was later converted to a loan basis. In addition, through UNRRA 
and the Red Cross, the United States made grants for emergency 
wagon amounting to $200 million between the end of the war and 

7. Yugoslavia.—Assistance has been given to help that country 
steer a course independent of Moscow dominance, resulting from the 
Yugoslav break with the Soviet bloc in 1948 and the events of the 
ya few years. Apart from military assistance (now terminated), 

ugoslavia received net grants and credits totaling $822 million from 
the United States through June 30, 1958. 
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Statement: 

“‘We spent $20 million to build a highway in Communist Yugoslavia 
where in the event of war, Tito said he would fight ‘shoulder to shoul- 
der’ with Soviet Russia.” . 

Our contribution to roadbuilding in Yugoslavia has been primarily 
in the form of provision of Yugoslav currency (loans and grants) and 
small amounts of demonstration type roadbuilding machinery as well 
as technical advice furnished under the technical assistance program. 
U.S. assistance in this field is designed to further Yugoslavia’s eco- 
a development in a way which will increase Yugoslavia’s ties with 
the West. 

The reference to Tito having said that he would fight “shoulder to 
shoulder’ with the Soviet Union is taken out of context from Tito’s 
remarks made in Stalingrad, June 11, 1956. Tito at that time was 
traveling in the Soviet Union returning the visit which Khrushchev 
and Bulganin made to Yugoslavia in 1955, in an unsuccessful effort to 
win Tito back into the Soviet bloc. The radio monitored version of 
Tito’s remarks Were: 

We, in Yugoslavia, have likewise made a big step since we ejected the fascist 
occupiers. Our country, too, was much ravaged. And we have reconstructed 
our country, and are building new factories, a new life. In peace as in war, Yugo- 
slavia must march shoulder to shoulder with the Soviet people toward the same 
goal, the goal of the victory of socialism. [Applause and roar of cheering which 
almost drowns Tito’s following words—Editor.] Long live friendship between the 
Yugoslav people and the peoples of the Soviet Union. [Long applause.] 

It is clear irom this text that Tito meant that as Tito and the Soviet 
Union had fought fascist occupiers shoulder to shoulder, so they should 
work together in peacetime and building socialism. 
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COMPARISON OF UNITED STATES AND SOVIET BLOC AID 


Statement 


“The executive department, for whatever the reason may be, has 
been giving much play to the reported agreements of the Soviet bloc 
to supply (military and economic) assistance to underdeveloped coun- 
tries. Theré is no record of substantial evidence in the hearings 
where the Kremlin has given as much as one inflated ruble to any 
nation. Their assistance has been in hard-boiled business loans, and 
most of them on short terms and well secured; but' the propaganda 
machines continually grind out information to the contrary.” | 


Comment 


The executive. branch considers it important that the American 
eople, now well aware of the technical and scientific challenge posted 
y the Communist world, understand the equally great, and perhaps 

more subtly dangerous, economic offensive which the Soviet bloc has 
vigorously launched in certain less developed areas, particularly in 
Asia and Africa. 

_ The bloc began its economic offensive in the free world less devel- 
oped countries in 1954, but sizable credit agreements were not con- 
cluded until 1955. By the end of 1958, the bloc had signed agree- 
ments with 18 less developed countries to provide $2.4 billion in 
credits and grants for economic and military aid. The U.S.S.R. has 
been in the forefront of the offensive with $1.6 billion; the European 
satellites have extended $650 million; and Communist China has 
agreed to provide about $120 million. Drawings under these aid 
agreements will in many cases extend over a number of years. At 
the end of 1958, a little over $900 million in bloc aid had actually 
been delivered, much of it in the military field. 

The increasing tempo of the bloc offensive is indicated by the fact 
that aid agreements covering approximately $1 billion were con- 
cluded in 1958 as compared with about $300 million in the previous 
year. Some of the larger commitments include: $175 million for 
various development projects in Egypt plus $100 million for the 
Aswan Dam, and xa additional arms credits; $100 million to 
Argentina, mainly for developing the petroleum industry; over $225 
milion to Indonesia under agreements providing for military as well 
as economic aid; $120 million credit to uke for arms; $30 million to 
Ceylon for various development projects and $10 million for machin- 
ery; $21 million to India for a foundry and $11 million for a refinery; 
$41 million to Yemen largely for transportation projects—and a 
number of smaller agreements with other countries. As contrasted 
with new credit extensions, more than $300 million of bloc credits to 
Yugoslavia were canceled during 1958. In addition to aid to the 
free world there also has been a substantial amount of intrabloc aid; 
credits, grants, and property transfers have been on the order of 
$6 to $7 billion. 
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The terms under which bloc and U.S. aid are provided differ 
markedly. An outstanding difference lies in the fact that. practically 
all bloc aid has been in credit form while a high proportion of U.S. 
aid has consisted of grants, although the recent trehd has been 
toward putting more U.S. economic aid on a loan basis. Soviet 
credits carry interest of 2.0 to 2.5 percent. However, the United 
States generally allows a longer time for repayment, as much as 40 
years, while Soviet credits: seldom exceed 12 years, and satellite 
credits are often for even shorter periods. Most bloc agreements 
provide for at least partial repayment in commodities, with annual 
negotiations to determine the type, amounts, and prices of goods 
which the bloc will accept. A substantial proportion of U.S. loans 
have required payment in dollars, although an increasing number 
now permit repayment in local currencies. 

A feature of the Soviet campaign which has hadi great appeal is 
the apparent willingness to provide types of projects which a less 
developed country wants without requiring economic justification for 
the project or attempting to secure governmental reforms of various 
economic policies. Nor does the bloe appear to require the various 
accounting checks which are involved in U.S. programs. The bloc 
makes credit commitments which can extend over several years into 
the future; the United States has less flexibility in its planning. « Bloc 
assistance, however, is virtually all tied to the use of bloc goods and 
services while much U.S. assistance is used by the recipient for pro- 
curement in third countries. 

A great deal of emphasis has been given in Soviet propaganda to 
the fact that its aid is ‘free of all strings.”” This may be technically 
correct in the sense that military as well as economic credits have 
not involved joining any alliance with the bloc and there are no 
known conditions such as contained under the Battle Act. Never- 
theless, the “postponement” of credits to Yugoslavia in the wake of 
political and ideological controversy with the U.S.S.R., and the pres- 
sure brought to bear on Finland indicate that strings can be effectivel 
added. Periodic negotiations involving the form of repayments which 
the bloc countries will accept offer another potential area for “strings” 
to develop. 


Statement: 


The charge has been made that the administration has misrepre- 
sented the amounts of aid furnished to the Middle East and to Asia 
by the United States and by the Soviet Union over the course of the 
last 3 years. Are you aware of any reason why there should be 
confusion and misunderstanding of this matter? 

What are, the figures for the United States and what are the figures 
for the Soviet Union? 


Comment: 


ICA is not aware of any misrepresentations by the administration 
on Soviet bloc and U.S. aid figures. Possible confusion in respect to 
such figures could flow from the many difficulties involved in maki 
exact comparisons between the value of Sino-Soviet bloc aid and U.S. 
aid. (See the full analysis of these difficulties in the report on Com- 
munist bloc assistance activities made to the Senate Special Commit- 
tee to Study Foreign Aid, pp. 619-767, S. Doc. 52, 85th Cong., Ist 
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sess.) These difficulties are in large part due to the different charac- 
teristics of the two aid programs and to the fact that bloc credit and 
grant agreements with recipient free world countries are mostly com- 
mitments of lines of credit to be drawn over a period of years. In 
the nature of the ICA operation, there is no commitments stage com- 
parable to the commitments made by the Soviet bloc. As the nearest 
approximation, therefore, with minor exceptions, data on obligations 
are used to indicate ICA commitments for comparison . 

The following table shows the estimated value of Sino-Soviet bloc 
credit and grant economic assistance to Middle East, Asian and other 
free world countries compared with U.S. Government nonmilitary 
credits and grants to these countries, on a roughly comparable value 
and time period basis. Aid from the Sino-Soviet bloc rather than 
just the U.S.S.R. is given because this assistance is to a great extent 
coordinated by the U.S.S.R. or made available through satellites as 
“fronts”; the bulk is from the U.S.S.R. U.S. aid includes ICA non- 
mili aid (defense support, special assistance, technical coopera- 
tion), DLF loans, that portion of Public Law 480 title I local currency 
made available for economic development and trade, Public Law 480 
title II assistance, and new Export-Import Bank credits for this 
period. The calculations are based on the period mid-1955 to De- 
cember 31, 1958. 


Comparison of credits and grants extended to 18 less-developed countries of the free 
od world by Stno_Soviel bloc and by United mon f 


[Bloc commitments and U.S. obligations and authorizations in millions of U.8. dollars] 


nited States Sino-Soviet |United States 
December Decem 
1958 1958 
Total economic and Ethiopia............. 2 
2,373 4, 442 || Icel 5 
1, 591 3,304 |} Indonesia._..........- 1 
285 || 13 14 
Cambodia............ 34 125 || 42 ® 


1 The bloc aid figures include about $120,000,000 of credits extended in the Ist half of 1955. They exclude 
about $11,000,000 in credit extended to Afghanistan in 1954. 

2 Commitments of substantial Soviet aid were made since December 1958. 

3 Authorization of substantial Public Law 480 title II assistance has been made since December 1958. 

4 Includes $27,000,000 in an unutilized Soviet credit which is ostensibly outstanding but on which further 
drawings are unlikely, A large amount of commitments made in previous years was canceled in 1958, 


Statement: 

The U.S. State Department says that since 1954, Soviet bloc 
countries have concluded agreements with underdeveloped countries 
outside the Soviet bloc for an estimated amount of $2.4 billion for 
intermediate long-term credits and loans. : 

But this statement is fraudulent because the figure of the $2.4 
billion Soviet ‘aid’ program is based on the Soviet rate of exchange 
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of 4 rubles to the dollar, when actually the U.S. dollar is worth 
between 25 and 50 rubles. If we use rate of 24 rubles to the 
dollar we find that the “economic war” launched by Communist 
Russia actually means that they are lending only about $400 million 
for a 4-year period or $100 million a year; whereas the United States 
is giving about 60 times as much—$6 billion a year. 


Comment: 


Statement that figures for Soviet bloc aid are inflated.—The a ent 
that figures on bloc aid to the free world released by the State Depart- 
ment are grossly inflated due to the. conversion of agreed amounts of 
aid at the official rate of exchange for the ruble is not correct. It is, 
in fact, wrong for several reasons. 

In the first place, most of the agreements under which aid is bei 
provided by the Soviet Union have not stated the amounts involve 
in rubles, As examples, the $100 million to Afghanistan and the 
$100 million to Indonesia are denominated in U.S. dollars; the agree- 
ment with India for the Bhilai steel mill uses rupees of stated gold 
content. Thus for a major yorves of the $2.5 billion in bloc aid, 
the question of converting a bloc currency to dollars does not arise. 

During the past year, the U.S.S.R. has used the ruble in its major 
aid agreements—probably for prestige reasons. However, the ruble 
is defined by the agreement as .222168 grams of fine gold, which is 
simply another way of saying four rubles to the dollar. In the 700 
million ruble agreement with Egypt, it is additionally specified that 
if the gold content of the ruble is changed during the life of the credit, 
the value of the undrawn portion of the credit will be adjusted to 
maintain the gold value of the balance. Prices of goods purchased 
under this credit are to be based on world market prices. The most 
recent large credits to Syria and Iraq also define the ruble in terms 
of gold. e real a however, is what the U.S.S.R. charges 
for its goods, and all available evidence suggests that the prices have 
in practically all cases to date been about equal to or below those of 
free world competitors. 

The argument that ruble credits should be converted into dollars 
at a higher ratio than 4 to 1 ordinarily rests on a misunderstanding of 
Soviet prices and trading practices. The value of the ruble measured 
in terms of internal Soviet prices as compared with U.S. prices is 
clearly much less than 25 cents. However, this is not relevant to 
the present problem because the prices of Soviet exports to the free 
world, whether on credit or not, bear no relation to internal prices 
which are set arbitrarily to accomplish domestic political and eco- 
nomic objectives. In its foreign trade operations, the U.S.S.R. usually 
bases its — with reference to those prevailing on world markets. 

The ruble cannot legally be imported or exported and only insignifi- 
cant amounts are traded in by foreign exchange dollars.. The price 
for such rubles has no economic significance because they cannot be 
used for any of the purposes for which foreign oxchiflize is normally 
used. To be used they would have to be smuggled into the U.S.S.R. 
and it is thus not surprising if they sell at a large discount from the 
official rate. 
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Statement that the United States is giving 60 times as much—$6 billion 
@ year—in grants.—All U.S. grants to countries during the 


last 3 calendar years are: 


{In thousands of dollars] 

Calendar | Calendar | Calendar 

year 1956 year 1957 year 1958 

1, Mutual security and related programs: 
a) Military 2, 662, 2, 511, 806 2, 612, 976 
@) From economic and technical assistance... ......... 1, 465, 199 1, 343, 460 1, 295, 007 
Under Agricaltaral Trade and 

109, 481 123, 105 175, 761 
4, 2, 438 2, 253 
i d international ugh 185, 784 175, 310° 158; 688 
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CONGRESSIONAL CONTROL OVER PROGRAM 


Statement 

“The Congress votes foreign aid appropriations; the executive 
branch.of the Government handles the apportionment and disburse- 
ment of funds. Once funds are in the hands of our executive branch 
‘it appears that the Congress exercises almost no control over manage- 
ment, expenditures, and projects. 

“The Congress has a responsibility to its taxpaying constituents. 
It should assert control over expenditures of foreign aid appropria- 
tions, It should make its appropriations more specific. 1t should 
further limit the power of the Executive to effect the transfer of for- 
eign aid funds, Too much flexibility amounts'to writing a blank 
check. 


Comment 
_ Congress, in the authorization and appropriation legislation govern- 
ing the mutual security program, provides funds for various categories 
of assistance which are defined in the statute essentially in terms of 
the purposes to be sought through the furnishing of such assistance 
and.in terms of the forms of assistance that may be furnished in fur- 
therance of such purposes. The statutes further specify for each cate- 
gory of aid the conditions of eligibility which a country must meetin 
order to be eligible to receive any such assistance. The statutes also 
establish a number of general restrictions or requirements which must 
be complied with in using mutual security funds; for example, the re- 
striction against use of funds for debt retirement, the requirement on 
shipping a specified portion of mutual security cargos on U.S. vessels, 
the requirement for earmarking a portion of mutual security funds 
each year to finance sales of surplus agricultural commodities, ete. 
And mutual security funds are subject to various Government-wide 
laws as well as the mutual security legislation. . And Congress and the 
General Accounting Office continually, review operations under the 
mutual security program. 
Congress has generally refrained from placing in the mutual security 
appropriations ceilings on the amounts that may be used for each in- 
dividual country, thus permitting, where requirements change with 
the unfolding of events during the course of a fiscal year, adjustments 
in the amounts originally planned for individual countries. The 
statute requires, however, that the President notify the Congress of 
every substantial change from the detailed illustrative program sub- 
mitted by the executive branch in support of its original appropria- 
tion request. 
These elements of flexibility have been established by the Con- 
gree on the grounds that: (1) country ceilings in appropriation would 
e premature and a handicap to negotiation; (2) such ceilings would 
tend to become floors by reason of public disclosure; and (3) most im- 
portant, the fluid world situation requires flexibility in the applica- 
tion of resources to meet unforseen critical needs or opportunities. 
The conflict in the Formosa Strait, the Lebanon crisis, and the Iraqi 
revolt within the past year point to the urgent need for this flexibility. 
35 
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ICA PROGRAM ADMINISTRATION 


“The field supervision of 2,000 economic aid projects scattered 
about the globe is a prodigious undertaking. It involves the alloca- 
tion of large quantities of grant aid (money); it involves engineering 
and technical assistance. Qualified specialists to manage and operate 
~ many foreign projects of widely varying nature are impossible to 
ebtain. 

“On the planning and policy level in the ICA and the Department 
of State, the practical experience of the personnel has not qualified 
them to manage what is actually the | t engineering, supplying, 
and banking operation in the world. Men who would be able to 
handle such jobs enjoy good positions in private enterprise and are 
unwilling to serve under the direction of Federal bureaucrats.”’ 


Comment 


This criticism disregards the fact that a large proportion of the aid 
administrators, especially on the planning and policy levels in ICA 
and the State Department, have had successful and responsible 
private business experience. They have included such distinguished 
men from private business and finance as Paul Hoffman, Averell 
Harriman, William C. Foster, William Rand, Herbert Hoover, Jr., 
John B. Hollister, James H. Smith, Jr., and C. Douglas Dillon, to 
mention only a few. 

Furthermore, the contention that the particular competence needed 
to administer the aid program is such that only experience in private 
enterprise can prepare for it is not supported by the facts. Career 
Federal employees have played a significant role in the successful 
administration of all parts of the Government including the mutual 
security program. sommes only the technical aspects of ICA 
programs, a very large — of the activities are in areas which even 
in our country are handled by public officials. Many of the technical 
tasks undertaken by ICA are not different from those of the agricul- 
tural county agent, the public school administrator, the services of 
the Bureau of Reclamation, the Bureau of Public Roads, the Federal 
‘Aviation Agency, the Geological Survey, the Public Health Service, 
and many other services provided by the Federal and State Govern- 
ments. A large mentees of ICA personnel have been recruited 
from these services. The criticism is both unjustified and disparaging 
to these highly competent domestic Government services. 

The authors of this charge also appear to be unfamiliar’ with ICA 
operations, since their reference to large supply and banking opera- 
tions seems to imply direct ICA action in these fields. As a matter of 
fact, supply and banking activities are generally conducted through 
private facilities in normal, business fashion. 

Finally, ICA does contract directly with private business to do a 
substantial part of its aid'work. As of December 31, 1958, of a total 
of 7,936 Americans employed at home and in the field on all aspects 
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of ICA aid, 2,060 or 25 percent were private contract employees. 
Practically all major engineering, construction, and industrial activity 
is being undertaken through private contractors. Similarly private 
contracts play a major role in the educational portion of ICA activi- 
ties. Of the very large and very important training activities of 
ICA in this country, the overwhelming portion was through the 
services and facilities of the private economy. 

There have been repeated reports that public works and industrial 
projects have been undertaken in foreign countries without adequate 
engineering and economic surveys having been conducted. 

‘) What is the practice of the United States in this respect? 

b) What steps have been taken to insure that such surveys 
are adequate? 4 

(c) at personnel are available in Washington to insure 
adequacy and efficiency of projects undertaken? _ 

d) Does this latter group have sufficient voice in the admin- 
istration of the program? 


Comment 


(a) The normal present  akstrate of ICA with respect to proposed 
public works and industrial projects to be financed with direct ICA 

a or loan funds (apart from the Development Loan Fund) is as 
ollows: 

1. A project proposal form giving full details of the suggested 
project is prepared by the U.S. operations missions in the country 
concerned, on the basis of information supplied by the officials of the 
cooperating government or private entit uesting assistance, su 
of the USOM. 

2. This proposal is accompanied by any engineering and economic 
survey reports bearing on the project which have been made. In 
some cases, such as Korea, ICA assists cooperating countries in retain- 
ing U.S. engineering firms on a continuing or special contract basis 
to make such surveys. 

3. The project proposal and accompanying data is reviewed by the 
technical and economic personnel of the USOM and is not forwarded 
to ICA/Washington unless the USOM is satisfied with its technical 
and economic soundness. 

4. Project proposals forwarded by the USOM are ee re- 
viewed by the appropriate Technical Services Division of ICA/Wash- 
ington (see (c) below for a description of the resources available for 


urpose). 

5. If the ICA/Washington review indicates any questions about the 
project, the USOM is requested to supply further information. 

6. Whenever it appears that satisfactory engineering and economic 
survey studies are not available to support the project, ICA requires 
that a competent engineering firm be retained to make a special survey 
of the economic feasibility, engineering soundness, location, etc., of 
the project. 

7. Only when a project is deemed fully sound on the basis of these 
reviews and surveys will ICA normally approve it for financing. 

8. Once a project is approved it is 1c. ’s practice to assist the 
cooperating country in retaining a competent engineering firm to 
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undertake the detailed design of the installation involved, to prepare a 
detailed invitations for competitive bids on actual construction, and ena 
to supervise actual construction. __ nes | TC! 
- 9. Progress reports on all capital projects are required to be made 5 
pesteitinalie to ICA’s engineering department in Washington, and inci 
reviewed and concurred in by the firm responsible for the engineering. Lm 
The design engineer is also responsible for the inspection of construc- Bs 
tion and acceptance of the plant and facilities as being built and anit 
eant ped in conformity to the approved drawings and specifications. a 
‘USOM’s are required to follow the job in the field, and ICA/Wash- ahd 
ington representatives are required, under Manual Order 228.3, to least 
inspect the more complicated projects on a periodic basis. The cur- sand 
rent personnel ceiling has not enabled us to, carry out this function 9 
and, as a result, 16 additional positions and sufficient funds to cover ine 
the necessary international travel have been requested for the Engi- 9 
neering Division in fiscal year 1960. firn 
Beginning with fiscal year 1959, section 517 of the Mutual Security Th 
‘Act has been applicable to assistance under defense support, technical spe 
cooperation, Bi | special assistance. This section requires that, prior fis 
to the obligations of funds, necessary substantive technical and , 
financial planning, including’a reasonably firm cost estimate, be com- anil 


pleted. The necessity of compliance with this section gives added 


assurance that projects will be undertaken only on the basis of ade- Ta 
uate planning and surveys. Furthermore, the Acting Director of me 
ICA has recently informed the House Foreign Affairs Committee that, 
as of July 1, 1959, ICA will install a new procedure whereby normally pri 
funds will be obligated for a project-only when the planning for the | 
project has progressed to the stage that all detailed implementation ha 
orders for use of the obligated funds will be ready to be initiated at the ab 
time the funds are obligated. } ant 
In exceptional cases, as has been consistently made clear, urgent oa 
) foreign policy considerations or other urgent requirements may necessi- ot] 
tate action which, while consistent with legal requirements, does not St: 
in all respects follow normal administrative documentation or other pr 
| procedures. In such cases every effort is made to assure that, con- th 
. sistent with the achievement of the basic objectives being sought, the 
project is effectively planned and executed. St 
(6) ICA has taken a number of steps in recent years to tighten | 
up its procedures in this respect and to improve its staff and facilities av 
available for review of such projects. This action has been based on Ce 
increasing recognition of the need for intensified activity on this aspect 
of the program, particularly as its geographic emphasis has shifted th 
from the more developed countries of Europe, which have a high level fir 
of engineering and economic competence of their own, to the less 
developed countries which lack such facilities. ICA’s predecessor A 
agencies followed somewhat less systematized and less rigorous pro- a 
cedures than those described above. : 
» Specifically, the following steps have been taken: ‘ 
1. Technical and economic staffs in USOM’s abroad have been - 
progressively strengthened. 
2. Increasing use has been made of survey and engineering contracts a 
of the types described above. { th 
. 8. A full-time separate engineering staff in ICA/Washington was a 
created in 1955. 
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4. The services of this staff have been supplemented by a con- 
tinuing contract with a major U.S. engineering firm to provide 
engineering and economic reviews which are beyond the resources of 
ICA’s own staff. 

5. The standardized procedures for documentation and review of 
proposed project, as described above, were instituted about 4 years 


ee) The personnel available in ICA/Washington to assureadequacy 
and efficiency of project undertaken includes: 

1. The services, as required, of the whole complement..of economic 
and technical personnel in ICA/Washington which numbers several 
hundred people, with various types of technical and economic special« 
ization and experience. 

2..The services of @ full-time Industrial Engineering Division which 
includes 13 engineers, 

3. The engineering services of a leading independent. consulting 
firm on a retainer basis, under a contract with ICA/Washington. 
The services of eight full-time engineering personnel and various 
special engineering consultants were utilized under this contract during 
fiscal year 1958. 

4. Under a series of interagency eements ICA also ‘receives 
technical review and similar services from other U.S. Government 
agencies which have specialized. technical competence, such as the 
Bureau of Public Roads, the Bureau of Reclamation, the U.S. Depart- 
ment of Agriculture, etc. : 

5. In addition, ICA employs special consultants on particular 
problems or projects from time to time. 

(d) ICA believes that the technical personnel available to it now 
have a sufficient voice in the administration of the program. The 
above-described procedures and practices cannot, of course, give. 
assurance that mistakes have not occurred or will not hereafter. In 
complex projects like these in foreign countries where technical and 
other factors are often involved that are not encountered in the United 
States, and with the necessity for gucemanta balancing the need for 
prompt action against the need for double checking of technieal details, 
there is still a risk of error. ; ' 


Statement 


Are contracts let in ICA without clearly formulated standards for 
award and administration? 


Comment 


Particularly as a result of recent actions taken by ICA, it is believed 
that there are clear criteria for award and administration of ICA- 
financed contracts. Further actions are in process. 

In 1950 a directive (PMCD No. 35) was issued which prescribed 
standards and procedures for the selection of.contractors and set forth 
standards for certain basic terms of contracts. As the character and: 
emphasis of the program changed in succeeding years, bringing an 
increase in the number and complexity of contracts, and as the agency: 
gained experience in contracting, it became advisable to prepare more 
comprehensive regulations setting forth more fully the procedures and 
standards of the agency with regard to contracts. In October 1958 
the agency completed, and issued as.an internal working document, a 
regulation superseding PMCD No. 35. The document was-issued on 
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this basis in order to allow a trial period of operation, and is being used 
fully by the agency in its contracting activities. The regulation is 
now to be reviewed and revised to incorporate the results of our ex- 
perience during the trial period, and then will be finally issued. 

In addition, ICA Policy Directive No. 12, dated oe 1, 1958, 
established revised policies and procedures to be followed for selecting 
firms to perform architectural and engineering services, and sets f 
criteria for the selection of such firms. 

Clear guidelines for contract administration were established by 
Manual Srder 1241.1 issued on August 11, 1958. That manual order 
prescribes detailed procedures and the respective policies for the ad- 
ministration of all ICA contracts and defines responsibilities of the 
field missions and ICA/Washington. —s_ 

The recent ‘manual order, policy directive and contract regulation 
have clarified many problem areas, and provided guidance in this 
entire field so as to further improve ICA contract. operations. 


Statement 


ICA redtape in contract negotiations discourages private organi-. 
zations. 
ICA experience does not support the allegation that private organ- 
izations are discouraged from Shoring their services because of redtape I 
in contract negotiations. There have been a few companies which s 
have indicated that they were not interested in being considered for ( 
ICA contracts. These are by far the exception, however, and, to the 
best of our knowledge, their position was based not on a claim of 
redtape but on their unwillingness to furnish financial and other infor- 
mation which ICA required to support proposed fees, overhead rates, 
and per diem rates. pair 
1. One area of activity in which a considerable number of problems 
developed was contracts with both private and land grant universities. 
This was due primarily to the fact that in the et days of the pro- 
am the contracts had been restrictive and lacked the degree of 
exibility which the universities subsequently found to be desirable. 
During 1956 considerable friction developed because of these prob- 
lems, culminating in November 1956 in a critical resolution sponsored 
by the American Council on Education Vag was adopted by the } 
universities at their annual conference. Mr, Hollister, then Director. 
of ICA, attended the final meeting of the conference and promised. 
that ICA would attempt to work out with representatives of the 
universities a rhore acceptable contractual relationship. § 
During the following year ICA, in consultation with a group of 
university representatives selected by the committee on institutional 
projects abroad of the American Council on Education, developed a 
new form of university contract designed to eliminate the out 
previously encountered under ICA university contracts. The new 
contract procedures were developed to achieve the following major 
objectives: (1) Simplification through limiting the number and com- 
plexity of mandatory legal, fiscal, and policy provisions; (2) placini 
maximum 5p ae authority’ in the contractors; (3) retention of 
necessary ICA controls; (4) elimination to the maximum possible 


extent of the requirements for prior ICA administrative approvals; 
and (5) resolution of problems of contract coverage, interpretation, 
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and intent, reducing the risk of disallowances of expenditures incurred’ 
The relationship between ICA and contracting universi-, 
ties was almost immediately evident. ICA received numerous letters. 
from educators and university administrators which clearly reflected. 
approval of the new ICA university-type contract. Since then rela-~, 
tionships have become progressively better and have demonstrated a, 
revitalized concept of cooperative Rersnenship between ICA and uni- 
versities in the field of international projects. i 
2. With respect to commercial firms 1CA has encountered little: 
difficulty in getting participation in its contract program from some 
of the best known and most highly qualified firms in the United States.. 
One measure of the interest in obtaining ICA contracts is reflected: by, 
the listings on the ICA UNITERM. In August 1955, 465 firms were: 
listed who had submitted information to ICA for the purpose of bei 
considered for contracts. As of June 1, 1959, this total has. imor } 
to 923. Contrary to the allegation, ICA daily receives requests for! 
information about the program from interested firms as well.as-requests; 
to be considered for new ipppiecte and expressions of disappointment: 


when they are not selected for a new contract. ‘ eee 
Statement 


It.is claumed that Public Law 480 and other local currencies ‘are! 
not being adequately used in substitution for dollars in the mutual 
security program. — } 
Comment 

Foreign currency owned or controlled by the United States ‘and’ 
used for the benefit of the country of issue cannot substitute for 
dollars. Mutual security dollars are usually used to pay for the 
import into an aid-receiving country of goods and services from other 
countries, thus adding to the country’s economic resources, The 
country’s own currency, on the other hand, is only a claim on the 
existing resources of the country itself, The United States cannot 
use it to assist the country by adding to that country’s: resources. 

Foreign currency which, like dollars, can be used to export goods 
from one country to another can substitute for dollars. “However, 
this possibility does not offer much opportunity for accomplishing 
Savings in mutual security program dollars. This is because’ ‘the 
great bulk of: foreign currencies owned by the United States which 
can be used to finance the import of needed goods into an aid-receiv- 
ing country must themselves be acquired by the expenditure of mutual 
security dollars. This is done by using dollars appropriated for the 
mutual security program to finance the sale of surplus agricultural. 
commodities to the more. developed countries, such as those of West- 
ern Europe, in return for the currencies of those countries. Those 
currencies are then used to purchase nonagricultural goods produced 
in these countries for export. to the less developed aid-receiving 
countries. Public Law 480 agricultural commodities are used in this 
manner to a far lesser extent, because Public Law 480 sales to Western 
European and similarly highly developed nations are not. made in 

eat. volume, and the currencies aceruing from such sales are in 
high demand for finaneing other U.S. Government activities in the 
purchasing countries. The possibility of ‘triangular’ Public Law 
480 transactions between two underdeveloped countries is even smaller 
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because (1) such countries usually have little to export that is needed an 
by other countries, and (2) neither the United States nor under- by 
developed countries generally favor the use of local currency to pri 
export resources to any great extent from such countries since these tec 
countries need their own resources in most cases to promote their 1s | 
own economic development and the loss of needed resources creates de’ 


a requirement for additional mutual security assistance. 

The Public Law 480 commodities themselves, not the local currency 
they generate, can to a limited degree be substituted for mutual 
security dollar appropriations. In certain countries, such as Korea, 
where mutual security dollars are used to finance the import of large 
amounts of commodities necessary to sustain the economy, and the 
country has import requirements for agricultural commodities which 
are surplus in the United States and which exceed the amount re- 

uired to be met with mutual security dollars under section 402 of 

e Mutual Security Act, Public Law 480 commodities can substitute 
for mutual security’ dollars: In planning mutual security appro- 

jation requests ICA takes into account the extent to which Public 

w 480 commodities can thus perform a mutual security function. 


Statement 

“Point 4 was originally established to export American ‘know-how’ 
to the underdeveloped countries. Instead, point 4 has become 
inextricably involved with industrial development, lush engineerin 
contracts and surveys that have no relationship to the origin 
purpose.” 
Comment 


When in 1949 President Truman first proposed the “bold new 
program (point 4) for making the benefits of our scientific advances 
and industrial progress available for the improvement and growth of 
underdeveloped areas,” he stated that— 
technical assistance would include not only medical and educational knowledge, 
and assistance and advice in such basic fields as sanitation, communications, 
road building, and governmental services, but also, and perhaps most important, 
assistance in the survey of resources and in planning for long-range economic 
development. [Italic added.] 

_ The technical assistance pro was authorized by the act for 
international development (title IV of Public Law 535 approved 
June 5, 1950). It defined technical cooperation programs as— 

for the international interchange of technical knowledge and skills 
designed to contribute to the balanced and integrated development of the eco- 
nomic resources and productive capacity of economically underdeveloped areas. 
These activities may include, but need not be limited to, economic, engineering, 
medical, educational, agricultural, fishery, minerals, and fiscal surveys, demonstra- 
tion, training, and similar projects that serve the pur of promoting the 
development of economic resources and productive clpactiies of underdeveloped 
areas, [Italic added.]} 

The technical assistance program has not deviated from the original 
purposes of the point 4 program which, from its beginnings, embraced 
surveys and all skills that contribute to the balanced economic growth 
of the aided countries. 4 

The funds appropriated for the technical cooperation program 
(point 4) are used to supply ICA technicians directly, to provide 
training Outside their countries to foreign technicians (participants) 
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and for services under contract. The contract services are the means 
by which ICA is tapping the broad range of talents of U.S. universities, 
private firms, and voluntary agencies to bring them into the work of 
technical cooperation. They are not lush contracts, and their purpose 
is to: provide advice, to transmit skills, and to survey resources, and 
development needs and priorities. 


41834—59——_4 


> 
i 
; 
| 
iJ 
} 
f 
‘ 


" MUTUAL SECURITY PROGRAM PERSONNEL GROWTH 


Statement 

“In 1948, 450 people were employed to distribute foreign aid. Now, 
11 years and $70 billion later, the staff of our global paymasters has 
grown to 21,000, all of whom battle to Beas and enlarge the 
giving and to preserve their inflated and overstuffed bureaucracy.” 


Comment 

As of December 31, 1948, Economic Cooperation Administration 
personnel concerned with foreign aid administration totaled 2,858 
(including 1,061 foreign nationals and 1,797 U.S. nationals). The 
program under the Economic Cooperation Administration was pri- 
marily designed to assist in the economic rehabilitation of Western 
Europe. Inasmuch as it was largely a commodity import program, 
the aan of personnel required to administer it were relatively 
small. 

An important point in transition occurred in 1953 when the Mutual 
Security Administration (formerly Economic Cooperation Admin- 
istration) was merged with the Technical Cooperation Administration 
and the Institute of Inter-American Affairs. The two latter-named 
organizations were involved in programs of technical cooperation 
where emphasis was placed upon technical exchange and the provision 
by U.S. technicians of technical knowledge to assist relatively under- 
developed countries in making progress toward economic wth. 
The administration of programs of this nature could be carried out 
effectively only by employment of relatively large numbers of U.S. 
technical personnel. As of June 30, 1953, there were 7,148 persons 
on foreign aid payrolls including 2,459 foreign nationals and 4,689 
U.S. nationals. These figures represent a persons involved in 
economic and technical assistance programs and do not include those 
involved in military assistance. 

As of December 31, 1958, 10 years later, 14,495 employees were 
concerned with the economic portion of foreign aid administration in 
ICA and State, of which 7,616 were U.S. nationals and 6,879 were 
foreign nationals. On the same date, 8,967 employees were concerned 
with administration of the military portion of foreign aid admin- 
istration, of which 6,889 were U.S. nationals and 2,078 were foreign 
nationals. Total direct employment for all portions of foreign aid 
administration was 23,462. Employment projections for the close of 
fiscal year 1959, estimated, funded from mutual security funds remain 
at something less than 24,000. This, of course, is a 10-year and not 
a full 11-year period. 

Cumulative obligations for economic assistance programs for the 
10-year period through June 30, 1958, totaled $25.1 billion and 
Hoe. ge ey for military assistance totaled $22.8 billion for a grand 
total of $47.9 billion. Estimated obligations for fiscal year 1959, 
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an period, are $1.6 billion for military assistance 
and $2 billion for economic assistance, raising the 11-year cumulative 
total to $51.5 billion. ; 


Statement 

Early in 1958, speaking of the growth in numbers of. personnel 
involved in the lack aid program, Mr, Eugene Castle stated that 
4 years earlier (presumably late in 1953) the figure was 9,793 persons 
while at the time of the statement the figure was 18,891. In supple- 

enting the statement before the House Foreign Affairs Committee 
(hearings before the House Committee on Foreign Affairs on the 
Mutual Security Act of 1958, pp. 1382-1383, 1447), Mr. Castle gave 
the following figures: 


The last two figures derived from U.S. Civil Service Com- 
mission SF 113 reports; or, as an alternate figure— 


Based on ICA personnel strength reports: 

(a) Are these figures accurate? 

(b) Why is there a discrepancy between the two figures for 
December 1957? 

(c) If there has been a growth in employment, how large has 
it been and why has it taken place? 


Comment 

(a) Official records do not reflect any figures which correspond to 
either the 9,793 or 18,891 reported by Mr. Castle as total mutual 
security employment either for ICA alone or for ICA, the Department 
of State, and the Department of Defense combined. 

The U.S. Civil Service Commission SF 113 report. and the ICA 
personnel strength report figures cited by Mr. Castle are substantially 
correct, as shown by the records of this agency. [Mr. Castle reports 
a total of 12,095 for December 1957. The ICA official files disclose 
SF 113 reports slay 2 9,872 U.S, nationals and 2,245 local currency 
trust,fund employees for a total of 12,117.] 

, Mr. Castle’s figure on the official ICA strength report is 12,586 as 
of December 31, 1957. This figure is correct. It includes 10,341 
US. nationals and 2,245 foreign nationals paid from local currence 
trust funds. It does not include 469 employees of cooperating US. 
agencies, 

(6) Reports which U.S. Government agencies are required to fur- 
nish to the Civil Service Commission, to the Congress, and to various 
other ‘watchdog agencies” within the Government, are based on 
different assumptions, For different agencies, therefore, ICA—or any 
other Government agency—will include or exclude classes of employees 
in accordance with the requirements of the requesting agency, Below 
is a table which ICA believes to be an accurate reflection of compar- 
ative manpower strength for the periods in question. 
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Dec, 31, 1953 | Dec. 31, 1957 | Dec. 31, 1968 
INTERNATIONAL COOPERATION ADMINISTRATION 
U.S. nationals: 
Washington 1,440 1,799 12,048 
3, 970 5, 483 5, 936 
Total led -< acy 001 10, 341 11, 199 
Total funded employment... 26,571 2 10,928 211,777” 
DEPARTMENT OF STATE 
U.S. nationals: 
Departmental -...---.------------------------------+----- 316 342 424 
DEPARTMENT OF DEFENSE 
2, 800° 6, 997 6, 546 
- 3, 803 9, 407 8, 967 
Grand total, U.S. 8,604 14, 348 14, 505 
Grand total, foreign nationals..--..----...-...-----.---2.222. 4, 657 8, 096 8, 957 
Total 18,251 | 22, 444 23, 462 


oy tromiforeign country funds which were: Dec. 31, 1953 
oes ude na em yees m were: 
2,284; Dec. 31, 1957, 2,245; and Dec. 31, 1958, by a ‘ a 


* (ce) Mr. Castle’s main point is correct, the numbers of personnel 
administering the mutus! security program have increased since 1953. 
_ The increases in staffs administering the economic aid portion of 
the mutual security program during the 5-year period from December 

31, 1953, through December 31, 1958, were occasioned by two principal 
factors: (a) The extension of assistance to new countries end the ex- 
pansion of technical cooperation in countries where new programs were 
inaugurated in previous years, and (6) continued emphasis on project- 
type aid, particularly technical cooperation. 

uring fiscal year 1958, ICA opened new missions in the Sudan and 
Ghana and established ICA representatives in Trinidad, Somalia, and 
Nigeria. In fiscal year 1959, ICA reactivated the mission in Egypt, 
established a mission in Argentina, and set up an ICA representative 
for the Federation of Rhodesia and Nyasaland. 

ICA’s work continues to expand in the newly developing countries. 
| These countries do not have enough economists, engineers, and tech- 
; nicians to plan and supervise needed projects. Such scarcities make 
necessary the provision of relatively larger numbers of ICA staff. 

Programs inaugurated in these new countries tend to emphasize 

project aid rather than bulk commodity import aid. Project aid is a 

eat user of technical staff inasmuch as in project work a chief need 

is for technicians to work with and train host country technicians. 
These U.S. technicians also perform work in connection with contract- 
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ing, procurement, and training activities and in the development and 
screening of projects. 

The technical cooperation program creates a requirement for ap- 
proximately 86 percent of ICA’s total personnel strength. Obligations 
of technical cooperation funds were $113,676,000 in fiscal year 1955, 
$126,889,000°'m 1956, $129,185,000 an 1957, and $128,718,000 in 1958. 

Additionally, program requirements have caused a progressively 

larger proportion of available technical cooperation funds to be spent 
for direct hire U.S. personnel. In fiscal year 1954, only 17.9 percent of 
this appropriation was used to pay salaries of U.S. and foreign national 
personnel. By 1958, this percentage had increased to 31.5 percent. 
_ _It should be pointed out that funds utilized for personnel expenses 
of ICA and cooperating agency personnel in fiscal year 1958 amounted 
to less than 6 percent of the new funds appropriated to the agency for 
economic and technical aid. 

Although the information brought up to date above explains some of 
the factors which aecount for increased needs for personnel, it should be 
noted that more detailed information is regularly presented in the form 
of budget justifications to the Authorizations: and Appropriations 
Committees of both the House and Senate: In these justifications, 
detailed explanation of all types of funding, including the funding of 
direct hire personnel, is presented. 

The increase in personnel employed by the Department of Defense 
is primarily due to the number of additional Military Assistance 
Advisory Groups (seven) activated since January 31, 1954. 

Moreover, subsequent to the Korean armistice and the Indochina 
settlement in 1954, U.S. commitments necessitated increased staffin 
for MAAG’s in Taiwan, Vietnam, and Thailand. In the*ease o 
Korea, it. was necessary to provide an increased personnel complement 
to administer the assistance rendered under the military assistance 
wi TY The vast: majority of the additional personnel imvolved 

or MAAG Korea is actually assigned to U.S. tactical commands 
there, but has in addition certain responsibilities to the chief of pro- 
visional MAAG Korea for carrying out duties under the military 
‘assistance program. Such personnel, therefore, have been included 
in the overall MAAG strength for December 31, 1957, and December 
31, 1958, indicated above. 

In addition to the number of MAAG's activated since January 31, 
1954, the increase in indigenous personnel employed by the Department 
of Defense is also attributable to the policy of maximum utilization of 
local employees in lieu of U.S. personnel. This results in substantial 
‘savings to the United States. In the case of certain MAAG’s in the 
Near East, the MAAG must supply much of its own support services 
due to the absence of U.S. tactical forces in the country or the lack of 
facilities in the Embassies concerned, i.e., Vietnam, Thailand, Taiwan, 
Cambodia, Pakistan. This factor further increases requirement. for 
indigenous personnel. 

MAAG staffing is kept under careful scrutiny at all defense echelons 
to insure that strengths are maintained at the minimum level required 
for the successful accomplishment of essential military assistance pro- 
gram functions. 
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ICA PROCEDURES FOR AVOIDANCE OF WASTE 
AND CORRUPTION 
Statement 


In the course of the early congressional hearings for the fiscal year 
1960 authorization bill for the International Cooperation Administra- 
tion, a number of questions have been raised regarding the adequacy 
of the mechanisms employed by ICA for managing its oversea opera- 
tions. What are the poneigues used to supervise and control money 
and personnel engaged in ICA activities? 


Comment 


There are described below the mechanisms presently employed by 
the agency to improve management and general artery 
' sicdopomal audit activities —Because of the global nature and exten- 
sive complex financial ——— of the ICA, a comprehensive audit 
system is required which adequately safe s the resources of the 

nited States and which continually contributes in a vital, progressive 
way to the effective financial management of the agency. 

he Audit Division of the ICA Controller’s Office conducts audits 
of expenditures in the United States. This audit is supplemented by 
price analysis of commodities conducted by the Financial and Procure- 
ment Methods Division of the Controller’s Office. The Audit Divi- 
sion has also a staff of internal auditors which conducts, on a continuing 
basis, thoroughgoing audits of the oversea operations of ICA. 

This oversea audit involves a survey of organization and os. 
examination of program files and records, and examination of account- 
ing, financial, and other administrative files and records, and serves to 
supplement the mission’s own audit activities in this respect. 

ese groups make a week study of the mission’s operations, 
attempting to point out remedial action required to the mission director 
and his staff. Upon return to Washington, the internal audit groups 
complete written audit reports dealing with many aspects of the mis- 
sion’s operation. These audit reports contain findings and recommen- 
dations, many of which are directed toward improving certain proce- 
dures in Washington as well as in the field. As in the case of evaluation 
reports, a plan of action is developed by the appropriate regional 
director to remedy deficiencies and make necessary changes. Because 
of the nature of the report, primary emphasis is usually upon changes 
which must be effected by the mission itself. The mission is, of course, 
given detailed instructions as to what these changes are to be. These 
reports are not considered to be completed until specific action is taken 
o. each individual recommendation by the appropriate regional 

ctor. J 

During the 4-year period from ‘April 1954 to December 31, 1958, 
84 audit reports were issued and 17 additional reports were in reviev 
stages. 

During the fiscal years 1956, 1957, and 1958, 50 missions were 
audited which yielded 1,113 audit recommendations. As of July 14, 
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1958, action had been completed on 997 of the audit recommendations 
and action was in process on the others. Since this date; an additional 
23 mission audits have been completed and action is proceeding to 
implement all outstanding recommendations. 

ICA feels that its own audit activities are an important manage- 
ment tool, and in recent years the staff devoted to this purpose has 
been strengthened. 

2. End-use observation at mission level.—Since 1948, special staffs 
have been trained and:sent to field missions all over the world for the 
‘specific purpose of continuously investigating the extent to which 
local mission personnel and representatives of the host government 
are properly utilizing the goods, materials, and services committed 
to the wnt through project agreement or other means and veri- 
fying the utilization of counterpart funds. These end-use auditors 
are attached to the USOM controller staff. The end-use observation 
or audit involves a physical check to ascertain that equipment and 
materials are actually on the job and are properly being used in ac- 
cordance with the terms of the project agreement or other agreement 
by which ICA agreed to bring equipment or materials into the host 
country. The mission controller a verifies the adequacy of the 
cooperating country’s own system of internal controls, which includes 
the procedures utilized in the importation and distribution of US. 
financed commodities. It is through these independent audits that 
ICA is alerted to weaknesses or deficiencies and is able to initiate 
corrective action. This independent audit seeks to spot unauthorized 
diversions, to ascertain if there is unjustified stockpiling, to look for 
black marketing, to investigate maintenance of equipment, and a 
nutnber of other problems related to the utilization of aid commodities 
and equipment. 

- 8. Inspections Division, Office of Personnel Security and Integrity.— 
As a part of the Office of Personnel Security and Integrity, ICA has 
maintained, for many years, an Inspections Division which conducts 
investigations involving violations of ICA regulations by ICA per- 
sonnel, or violations of regulations by persons and firms under con- 
tract to ICA. It conducts investigations in cases involving criminal 
violations of U.S. statutes arising under the mutual security program. 

In connection with any indication of criminal violations on the part 

of suppliers and importers or others involved in ICA-financed ship- 
ments, the Office of Personnel and Integrity (PSI) conducts what is 
known as a commercial fraud investigation. Because many times 
suppliers are not located in the United States, evidence and informa- 
tion on violations is supplied by foreign local government officials for 
possible criminal or civil action. When U.S. suppliers are involved 
and evidence is obtained of a possible violation of the criminal statute, 
usually because of the submission of a false statement regarding quan- 
tity, quality, overpricing, kickbacks, etc., such evidence is submitted 
to the FBI for stateside investigation. PSI usually conducts all in- 
vestigations overseas, or, in some cases where the majority of the in- 
vestigation is overseas, the FBI requests PSI to also conduct stateside 
investigation. 
Investigation of commercial fraud involves all kinds of fraudulent 
or incorrect certifications and also overpricing, high breakage, damaged 
goods, diversion of funds, failure of equipment to meet specifications, 
and a variety of other matters. 
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Other types of investigations conducted by PSI include indication 
‘of evidence of bribery, indication of irregularities and derelictions in 
‘performance of duty on the part of ICA employees, and indication of 
conflict of interest. 34 

Complaints which lead to investigations come from a variety of 
sources. Among these sources are: Directors of USOM’s, U.S. busi- 
ness concerns, former employees of missions, the ICA Controller’s 
Office and other organizational units in Washington, the FBI, Mem- 
bers of Congress, and congressional committees. 

Since 1953, PSI had conducted 2,235 investigations, 138 of which 
have been referred to the Department of Justice for appropriate action. 

Since January 1959, 16 cases have been referred to the Department 
of Justice. Recently, indictments were returned in California against 
two U.S. exporters operating several companies, charging fraud against 
the Government in issuing false statements to the U.S. Government. 
In another case in New York, a 26-count indictment was returned, 
-charging’a paper supplier and its principal owner and general manager 
with violations of tatle 18, United States Code, and for making false 
and fraudulent statements on invoices and abstracts submitted to 
ICA. Subject was sentenced to a 5-year probationary term and the 
firm was fined a total of $78,000. veral other cases are pending 
oe of criminal investigation and others are pending decision 
by the Department of Justice as to prosecution. 

PSI has six regional inspectors stationed abroad with headquarters 
in Athens, Teheran, Lima, Manila, Saigon, and Seoul. Each regional 
‘inspector has approximately 10 countries in which he conducts in- 
vestigations. As a consequence of information furnished by PSI, a 
number of persons have been separated for violations of ICA regula- 
tions. In many other cases, however, investigation disclosed that 
the employees were victims of irresponsible and unfounded charges: 


Statement 


“No comprehensive and independent audit of foreign aid expendi- 
tures seems ever to have been instituted.” : 


Comment 


The U.S. General Accounting Office conducts periodic and con- 
tinuing independent reviews of mutual security program performance 
in all aspects of the program, both in Washington and overseas. — 

The agencies which administer the mutual security program, the 
International Cooperation Administration, the Development Loan 
Fund, and the Department of Defense also have their own’ audit 
systems. 

The International Cooperation Administration has a comprehensive 
audit program for mutual security funds administered by that agency. 
Overseas ‘staffs, located in the U.S. operations missions, audit 
and certify vouchers against ICA funds, both program and adminis- 
trative. ‘These staffs conduct audits and reviews of the procedures 
and controls utilized by the participating countries recerving U.S. 
‘assistance. These reviews include the receipt, distribution, and 
utilization of U.S.-financed commodities in the participating country, 
on site examinations of contracts financed by mutual security funds, 
as well as the use made of counterpart funds accruing to the partici- 
pating country as a result of U.S. grant assistance. 
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The audit staff stationed in Washington audits and certifies vouchers 
_Telating to the mutual security program which includes both program 
and administrative expenditures. This staff conducts independent 
site audits of the books and records of U.S. contractors having con- 
tracts financed under the program, the claims for reimbursement 
under these contracts, as well as independent reviews of the financial 
provisions of ICA contracts executed in Washington. 

The Financial and Procurement Methods Division of the Washing- 
ton office conducts periodic price examinations and analyses of the 
procurement methods utilized by participating countries for com- 
mercial imports of U.S.-financed commodities. 

Finally, the agency, as is deemed appropriate, utilizes the services 
of public accounting firms to conduct independent and professional 
examinations of the utilization of funds commingled with those of 
participating countries, through joint funds and servicio operations, 

ICA, using in general the staff and procedures deseribed above, 
performs internal audit services for ‘the Development Loan Fund. 

In prior years, while no overall comprehensive audit was made of 
the military assistance program, the program has since its initiation 
been subject to audit by the military departments in the same manner 
as the operations of the military departments. At the present time a 
Department of Defense audit team, including representatives of the 
military departments, is conducting a comprehensive audit of the 
operations of the military assistance program both in the United 
States and abroad. 


Statement 

“The history of foreign aid since its inception has been a tangled 
series of bungling, inefficiency, corruption, and incredible waste on 
a global scale.” 
Comment 


Wholesale charges of this kind without specification of instance 
are obviously meaningless, and a meaningful response is not possible. 

The same sweeping charge of “corruption” was made a year ago 
and the following question was asked by the House Foreign Affairs 
Committee, which has again been asked this year. The following 
answer was provided: 


Question. It has been stated: ‘‘ Nowhere is corruption in Government more 
apparent than in what we call foreign aid * * *.’ 

(a) Have you found any evidence of corruption by U.S. personnel con- 
nected with the foreign aid program? 

(b) To your knowledge has anyone else found or brought to your attention 
any evidence of ee on the part of personnel associated with the 
foreign aid pores 

Answer. (a) he criticism stated above, which is very broad and sweeping, is 
unsupported by fact. According to the records of the International Cooperation 
Administration, since 1952 there have been a total of 19 cases in which employees 
of this and predecessor agencies have been found guilty of conduct which could 
be classified as malfeasance. The following data indicate the disposition of the 
19 completed cases: 

U.S. Government employees 


(c) Resignations received while employee under inquiry------.-. 9 
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In one case, Edward McNamara, a former loyee, when interviewed refused 
to submit his financial records for review. This matter was reported to the 
House Committee on Government Operations with the suggestion that the former 
employee’s financial records be subpenaed. This was accomplished, and in the 
course of a congressional hearing he admitted receiving gratuities from a con- 
tractor of the Laos Government. 

The cases listed above include activity such as balaitying. an expense account, 
falsification of quarters allowance, violations of the re tions relating to conflict 
of interest, and theft. Most of the cases involve conduct of the type which may 
occur in any Government agency or private business and is not particularly 
confined to an agency of this type. 

The small number of cases which have been discovered is strong evidence of the 
effectiveness of the agency’s intensive efforts to insure that its personnel maintain 
a high degree of responsibility and integrity. 

‘i This ageney has received many communications from private citizens, 
businessmen, other Government employees, and members of Congress providing 
information concerning alleged malfeasance or misconduct on the part of the 
agenoy’s employees. In each case, whether or not the informant supplies any 


evidence, an investigation is conducted, Those cases containing allegations 
found to be unsupported by facts after inquiry are closed. Those eases found to 
have substance after inquiry are ineluded under the response to question (a) above. 


“ 


52 CRITICISMS OF THE FOREIGN AID PROGRAM 
I 
| 


! ICA PROCUREMENT PRACTICES 
Statement 

It is alleged that the recent relative increase in offshore procurement 
is harmful to the United States and increases U.S. unemployment. 


Comment 

It is doubtful that unemployment in the United States would be 
substantially reduced even if 100 percent of mutual security program 
financed goods were purchased in the United States. First of all, 
the amount of mutual security program procurement is slight in terms 
of the U.S. economy as a whole (0.75 percent of the estimated gross 
national product in 1958) and depressed industry products would 
comprise only a small fraction of the total mutual security program. 
Secondly, the reduction of offshore procurement would help some 
sectors of the U.S. economy, but probably at the expense of others 
which now benefit from dollars earned by foreign countries through 
offshore procurement. 

It is true that there has been a relative increase in the amount of 
mutual-security-financed goods purchased abroad; however, it is not 
considered that such offshore pracurement is harmful to the US. 
economy. Dollars spent in the first instance abroad will subsequently 
of necessity be spent in the United States and furnish business for 
U.S. commerce and industry. In fact, offshore procurement is, we 
believe, beneficial to the U.S. economy for several reasons. 

1. The purchase of goods at the lowest world market price 
achieves the maximum economic development of the aid-receiv- 
ing countries for the money spent. (It is estimated that from 
$50 to $100 million more a year would be needed to furnish the 
same quantities of assistance, if all commodities were purchased 
in the United States.) Economic growth will eventually reduce 
the need for assistance and create new markets for U.S. goods. 

2. ICA-financed procurement from less developed countries 
averaged 45 percent of offshore procurement during the past 4 
years. Offshore procurement reduces balance of payment needs 
of these supplier countries by furnishing them foreign suchanige. 

Both of the above effects are enhanced by the fact that the dollar 
which goes into offshore procurement may aid several countries by 
passing through their commercial channels before it is used to finance 
transactions in the United States. . 

A number of highly persuasive objections can be made to the dis- 
Srosinnanee of “offshore” procurement. Among these are the 

owing: 
First, all the beneficial effects of offshore procurement would 
ost. 

2. The program would come under criticism as a device of 
“economic imperialism.”’ The worldwide procurement policy 
has been one of the strong psychological points of our program. 
It has demonstrated the sincerity of our goals and is in sharp 
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contrast with the Soviet practice of furnishing only goods manu- pe 
factured behind the Iron Curtain. Reports received indicate ge 
that this difference between United States and Soviet methods tr 
has resulted in minimization of Soviet economic gains in a number 
of instances. 


3. Military assistance offshore procurement is often neces- 


sitated by logistic and strategic considerations such as the need : 
to support facilities capable of supplying replacements, spare pe 
_parts and ammunition as close as possible to the theater of - 
operations. t 

4. Restriction of ICA-financed procurement to U.S. sources ue 
could disrupt normal trade patterns. 


5. The encouragement of ‘international trade on the most 
economical basis is one of the best devices for demonstrating the fs 
value of free enterprise as a way of economic life. 

6. Procurement’ from free nations abroad helps free countries a 
to reduce trade dependence on the Communist bloc. | d 

It has been stated that the only way the domestic economy can be fi 
ps m9 in conjunction with foreign aid programs, is to require that s 
only 


U.S. manufactures be supplied when U.S. money is used for, S 
Comment 

This statement is not sustained by careful analysis. It implies % 
that mutual security program offshore procurement is lost to American t 
business. Actually, the benefits anticipated for any particular 
industry through a requirement that all purchases be made in the f 
United States would be at the expense of other sectors of U.S. industry, I 
since the latter would lose export sales generated through offshore 
procurement payments. Such proposals run counter to the objectives I 
of the mutual security program and do not serve the broad, long-term f 


interests of American industry. 


Mutual security program expenditures made offshore are not lost 
to American business. On the contrary, the likelihood is that dollar 
payments to foreign suppliers will within a short time. be used for ¢ 


purchases of American goods and services. The continuing favorable 
trade balances of the United States support this view.. 

It is possible that payments of dollars to foreign suppliers serve 
other purposes than purchases of American goods and services, such 
as trade and capital movements between third countries or the building 
up of gold and dollar reserves. Such developments are not necessarily 
detrimental to American business and employment. The intensified 
flow of trade and capital movement between third countries generated 
by the initial dollar payment has an expanding effect on world trade 
and in turn rebounds to the benefit of American trade. Accumulation 
of reserves may also have the beneficial effect of breaking down trade 
restrictions and discriminatory practices. Certainly the recent 
increases in European reserves were instrumental in the establishment 
of convertibility in many European. currencies. 

_The principal reason why many people believe that offshore procure- 
ment results in loss of American business is that while it easily can be 
shown that a contract for certain machinery financed by aid dollars 
went to a foreign supplier, it cannot be easily demonstrated that this 
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payment generated an equivalent or even larger purchase of American 
goods through the myriad and_unspecified channels of private world 
trade. Yet in many cases this is precisely what oecurs. 

In the event that mutual security procurement were limited to the 
United States there would be no guarantee that the dollars would be 
spent in a way which would expand the American economy.’ The 
purchases would be dictated, for the most part, by cooperating country 
needs. Purchases in the United States with free dollars earned from 
mutual security expenditures abroad, on the other hand, would tend 
to gravitate to competitively priced U.S. goods. Since the U.S. goods 
which compete effectively on the world market generally represent 
the most economically productive industries, by a process of ‘‘natural 
selection,” the industries with the greatest expansion: potential are 
favored. 

By freeing the natural forces of competition, private enterprise, 
and private trading, the economic assistance dollar spent abroad has 
done more for underdeveloped countries and for the United States 
than would have been possible otherwise. Each offshore dollar may 
finance multiple trade transactions before it comes back to the United 
States to sponsor U.S. exports and to aid other sectors of the U.S, 
economy. This encourages both international and U.S. trade. 


Statement 


It has been alleged that American suppliers are put at a disadvantage 
in competing with foreign suppliers for ICA financed procurement in 
three ways: 

1. Specifications have been purposely written to fit one.or more 
foreign products to the exclusion of U.S. products. Sometimes these 
have included the name of a particular manufacturer. 

2. Unnecessarily restrictive specifications have excluded lower 
priced U.S. goods fully adequate for the purposes intended in favor 
of higher priced foreign goods literally conforming to the specifications. 

3. Specifications have been so drafted as to ailow procurement of 
inadequate foreign products where more. exacting specifications would 
have resulted in procurement of superior American goods. 


Comment 


1. This allegation is misleading. On the contrary, regulation 1 
which governs ICA-financed procurement provides that specifications 
must be “in terms of U.S. standards.’’ On afew occasions waiver of 
this requirement has been approved but only where it was justified on 
the basis of special needs; for example, where an importer has a certain 
type of machinery in his plant and needs the same type to maintain an 
integrated working unit. 

ICA technicians review spécifications to insure that they are stated 
in terms of U.S. standards. In addition, procurement notices dis- 
tributed through the Office of Small Business, ICA, state as follows: 

If there is anything contained herein which indicates that the specifications are 
not according to standards which would permit American suppliers to submit quo- 
tations the Office of Small Business should be informed immediately, 

Where specifications are found to be non-U.S. standard, ICA has 
caused the procurement to be held up and the specifications reformed. 

2. We are unaware of any case where adequate U.S. goods were 
excluded by the specifications in favor of higher priced foreign goods, 
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The urement controls referred to in the first part of this answer 
would of course militate against such a result. oreover, where the 
American item would afford the purchaser substantially equivalent 
serviceability and is of a type which would ordinarily be sold for the 
same price, the purchase of the more expensive foreign item would 
result in a refund request by ICA to the recipient country. 

3. Complaints have been received on a number of occasions to the 
effect that ifications excluded high quality American goods in 
favor of % e foreign products.: Each of these complaints has 
been investigated by ICA to determine the full facts. To date no 
complaint has been found to be justified. As an example, on one 
occasion specifications called for a type of diesel generator which is no 
longer manufactured in the United States and which has lower per- 
formance features than current U.S. models. A complaint was 
received and the full facts ascertained. It was learned that the higher 
operating speeds of the U.S. generators led to more rapid wear and 
other difhculties necessitating constant attention while the older type 
could operate for long periods of time unattended. The intended 
location, use of the machines, and the shortage of skilled operati 
and fs oor am were such as to make the older mode 
distinctly pre e. 

Statement 

Needed information concerning planned procurement sometimes 
has reached smaller U.S. firms too late to permit them to compete 
with larger firms for the business. 


Comment 

ICA has established formal requirements and procedures to assure 
that, before contracts are entered into for purchases to be paid for b 
ICA, advance notice of such proposed purchases is given to U.S. sma 
business firms which might be interested. Deviations from these 
requirements have been rare, and have involved comparatively small 
value purchases. 

ICA does not procure goods. Rather it furnishes dollars or dollar 
credits for purchases by magi et.) | countries or their importers to 
be carried out in accordance with ICA regulations. ICA procurement 
regulations require that ICA-financed purchases under subauthoriza- 
tions of more than $5,000 be reported to ICA in detail at least 30 days 
prior to placement of or agreement to place an order. The informa- 
tion so obtained is disseminated by ICA as quickly as ible to 
interested small business firms among the 13,000 entered in ICA’s 
small business notification mailing list. ICA-financed purchasers 
have in most cases complied with this notice.requirement without 
difficulty. Where importers have initially failed to report to ICA in 
a timely and adequate manner they have been required to hold up 
procurement until corrective action was taken, except in cases where 
such action is considered unwarranted in view of the small amount 
involved or other considerations. Complete failure to report generally 
results in a demand by ICA for a refund of the dollars disbursed by 
ICA for the purchase. 

In the former French Indochina area (now Vietnam, Cambodia, and 
Laos) lack of knowledge of English and of American specification 
standards rendered enforcement of the notification requirement 
impracticable. A waiver was granted. At present ICA is working 
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toward the introduction of knowledge and techniques which will 
render practicable gs ype of normal requirements. 

As noted above, the regulation does not apply where the ICA- 
furnished dollars allocated to the foreign importer (by his government) 
for a particular purchase or group of purchases do not exceed $5,000. 
The reason for this is that the process of furnishing a commodity 
description is burdensome and expensive in a degree which is not 
warranted in connection with procurement of under $5,000. The 
extent of this expense can be realized in light of the fact that some 
notices are sent to more than 4,000 firms. 
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COUNTRY PROGRAM CRITICISMS 
Statement 


The statement has been made that importers in Korea have made 
excessive profits because of the disparity between the official and 
market exchange rates of the Korean hwan. ' 

(a) Has this not resulted in a waste of foreign aid funds in 
that the local currency proceeds to the United States from the 
sale of our goods have been lower than they should be? 

(6) Have local merchants in fact profiteered? 

(ec) What has been the extent of these windfall profits? 


Comment 


As these questions are closely interrelated they are answered as one. 

At the outset, it should be observed that excessive profits for 
Korean merchants constitute no problem in wide segments of the 
U.S. aid program to Korea, such as supplies and equipment imported 
for government projects, including the rehabilitation and expansion of 
power and railroad and communication facilities. In addition, ver 
substantial amounts of commodity imports are distributed throu h 
Government controlled channels to consumers at, or only slightly 
above, the official rate plus actual costs of distribution. 

The problem of excessive profits is, in large measure, attributable 
to a shift from Government to private procurement begun in 1956 
on commodities imported for resale. This shift was initiated to 
stimulate private business and investment and improve the distribu- 
tion of imported commodities. The official exchange rate was revised 
from 180 to 500:1 in August 1955, but the prices of many commodi- 
ties continued to rise, permitting importers to realize considerably 
more than 500:1 paid them for the dollar allocations provided 
from U.S. aid. This resulted in excessive profit margin on many 
commodities such as synthetic fibers, paper, and pharmaceuticals, for 
which effective demand greatly exceeded supply. These excessive 
profits, the volume of which cannot be readil eee oeey unques- 
tionably reduced the effectiveness of the ICA commodity import 
program in controlling inflation in 1956. 

ule a realistic adjustment of the official exchange rate at this 
time would have reduced, if not eliminated, excessive profits, the 
Korean Government consistently avoided further devaluation on the 
ground that it would be inflationary. However, the Korean Govern- 
ment, with the aid and advice of the ICA mission, did adopt a number 
of measures designed to prevent excessive profit margins of importers. 


It increased successively the initial downpayments and the progress. 


payments which importers were required to make when applying for 
dollar allocations. Howoder, prices and profits continued to rise, and 
competition among importers for dollar exchange became so keen 
that available funds for certain commodities were heavily oversub- 
scribed. Next, the Government attempted to award the dollar 
exchange available for the import of these commodities by the draw- 
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ing of lots, a system which failed to eliminate excessive profit #if¥¢ins 
and was also criticized as fostering spectlation. ‘Subsequently, in the 
spring’ of 1957, the Korean Government, at ICA urging, adopted a 
system of awarding the dollar allocations for commodities:in greatest 
demand on the basis of the highest offers for the purchase of Govern- 
ment.bonds over and above the basic payments of 500 hwan per 
dollar... During the summer and fall of 1957 price inflation was brought 
prey control but. excessive profits, though reduced, were not elimin- 
ated. 

Calendar 1958 saw further progress toward the realistic evaluation 
of American aid commodities through more widespread abandonment, 
in practice, of the official exchange rate which: overvalued the Korean 
hwan. The enactment of foreign exchange tax legislation, drafted 
with the assistance of an ICA tax consultant, has had the effect: of 
placing a higher floor under the amount which importers bid for dollar 
allocations. Under this legislation a minimum tax of 150 hwan per 
dollar on saleable Rirweetece cores is imposed in addition to the legal 
exchange rate of 500 hwan per dollar. Importers must therefore bid 
on the basis of a minimu of 650 hwan per dollar rather than the pre- 
vious minimum of 500 hwan per dollar. 

As a further reform, the Government has abandoned the practice 
of awarding dollar allocations for commodities on the basis of the 
highest offer for the purchase of Government bonds over an above the 
basic payment of 500 hwan (now 650 hwan) per dollar. Instead the 
Government awards dollar allocations to the highest bidder and 
collects the entire amount bid, including the amount bid in excess of 
650 hwan per dollar, as outright revenue without the obligation to 
pay interest and eventually repay principal which the former Gov- 
ernment bond system entailed. 

During the month of February 1959 bids received from importers 
for aid commodity dollars procured through the Bank of Korea 
ranged from 650 hwan to 1,040 hwan per dollar, with a simple arith- 
metic average of 740 hwan per dollar. As this average indicates, the 
new exchange tax together with the system of awarding dallar alloca- 
tions to the highest bidder has succeeded in transferring an appreciable 

art of importers earlier profit margins to the Korean Government. 
he ministry of Finance uses these collections in agreement with ICA 
for budgetary purposes. 


There is now under consideration a plan to further narrow the gap. 


between the going and legal exchange rates, and so reduce possible 
excessive profit margins still more by revoking the exchange tax exemp- 
tion now enjoyed by private sponsors of industrial and other aid 
projects. 


Statement 


The allegation has been made that 20 locomotives were shipped to 
Korea in such a way that the transportation cost far exceeded that of 
another ayailable means of shipment. 

‘ What was the justification for ICA’s action in shipping these loco- 


motives via the west coast in small groups rather than using a group. 


shipment from the east coast? 
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Comment 

Actually funds were saved by shipping these 20 diesel locomotives 
from the Pacific coast as they became available from the manufacturer. 
This method of shipment was selected by ICA as in the best interests 
of the U.S. Government after calculation of all factors involved. It 
is true that the cost of ocean freight would have been cut approximately 
$130,000 if shipment of the entire block of 20 locomotives had been 
delayed for about 14 months until the last locomotive was ready for 
shipment from the east coast. However, the resulting delayed. deliv- 
ery of the locomotives to Korea would have deprived the Korean Na- 
tional Railways, which is supported by the U.S. aid program, of sub- 
stantial savings in fuel costs which were achieved by changing from 
coal to diesel fuel. 

The results of an independent investigation of this matter by the 
General Accounting Office, at the request of the acting chairman of 
the House Committee on Foreign Affairs, reflected that the staggered 
delivery of locomotives approved by ICA resulted in actual savings of 
over $500,000. (See letter from the Comptroller General to the Hon- 
orable Thomas E. Morgan, acting chairman, House Committee on 
Foreign Affairs, Dy wore at pp. 1691-1692, part XIII of the report 
entitled ‘“Mutual Security Act of 1958—Hearings before the Com- 
Foreign Affairs, House of Representatives, 85th Cong., 

sess.’” 

The shipment of locomotives arranged by ICA accomplished, in 
addition to the foregoing significant savings, the utilization of U.S.- 
flag instead of foreign-flag vessels. The staggered shipments were all 
made on fast U.S.-tlag liners. A group shipment would have been 
possible only on a specially equipped foreign-flag tramp vessel since 
no U.S.-flag vessel exists capable of carrying a rgo of 20 loccaomotives 


Statement 

The charge has been made that while rice production is less here 
than in Korea, our technicians have gone there to try to tell them 
how to raise rice. Have we sent technicians to Korea to assist in 
raising rice? 
Comment 


We have not sent technicians to Korea specifically to teach rice 
culture, but we have sent technicians to supervise reclamation and 
irrigation projects and to teach better use of pesticides and fertilizer, 
which have definitely had the effect of increasing the rice yield along 
with other agricultural commodities. It is not relevant to compare 
rice production in the United States with that of Korea. The im- 
portant thing is that we do have caress to adapt to and impart to 
the local situation in Korea whatever the agricultural commodity. 
Tncagasing Korea’s overall production in order to decrease its depend- 
ence on the United States is one of the main purposes of the aid pro- 
gram. Since South Korea’s population is nearly three-fourths 
agricultural and since historically rice is the staple food for the people, 
it would be impossible to increase Korea’s overall production substan- 
a without increasing the rice harvest. 

The bountiful rice crops of 1957 and 1958 were among the factors 
which have helped to stem inflation in Korea. Previously, for succes- 
sive years there had been om ge inflation which saw price indexes 
rise 40 percent or more annually. 
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Even with bountiful rice harvests in the poh 2 years, Korea still 
uired an additional $42 million (commodity cost) of U.S. wheat 
and barley imports in fiscal year 1958. The reason is that the popu- 
lation in South Korea—due in part to incoming refuges from the 
north—has increased faster than the production of food, and standards 
of living are rising slowly. 
Statement 


We helped erect cotton plants in Korea, where there is not native 
cotton. 


Comment 


This statement is partially untrue and generally misleading. There 
is native cotton in Korea, though generally of an inferior quality; and 
we have not “helped erect” cotton plants in Korea, although we have 
supplied textile pachinesy to rehabilitate textile plants damaged 
during the Korean war. ICA has not contributed funds to establish 
any new cotton-textile mills in Korea; all assistance furnished has been 
for the rehabilitation and expansion of existing cotton mills damaged 
during hostilities, 

The Korean native cotton is generally of inferior quality and for 
this reason only 10 to 15 percent is ever used in the textile mills. 
The bulk is used for padding in winter clothes, with small quantities . 
going into home spinning. ee 

Since Korea cannot produce from its own raw materials the amount { 
of textiles required in the Korean economy, it must import eithor 
finished textiles or raw materials for domestic textile production. 
ICA is currently financing about $30 million annually in raw cotton 
for Korea. If the finished textiles which can be produced from this 
amount of cotton had to be imported, it would require a minimum of 
$60 million in aid funds or other foreign exchange. Because the lack 
of adequate foreign exchange is one of the most serious problems 
confronting Korea, it has been a basic U.S. objective to adopt aid 
policies which would assist Korea to reduce its foreign-exchange 
deficits. In addition, since the United States through the aid program 
has been covering those deficits, it has been considered important to 
reduce them as a means of reducing the magnitude of U.S. assistance 
required for the Korean economy. By helping to rehabilitate the 
textile mills and by financing the importation of raw cotton, ICA is 
increasing waplerEent of Koreans and conserving substantial amounts 
of foreign exchange. 

A further result of the ICA assistance has been the disposal of more 
than 1 million bales of U.S. surplus cotton to Korea under the mutual 
security program having a value of $158 million. If ICA had financed 
the importation of finished textiles, they might well have come from 
sources other than the United States under the ICA policy of reducing 
the cost of the foreign aid program by financing nonsurplus items from 
the free world source offering the lowest price. 

It is interesting to note that the Korean textile industry was 
developed during the period of Japanese domination. Although 
Japan itself was a large textile producer and exporter, the Japanese 

nized that development of a textile industry in Korea was eco- 
nomically sound and desirable for Korea. The textile industry now 
employs more people than any other manufacturing industry in Korea, 
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and the rehabilitation of this ae has been an important part of 
the U.S, assistance program to establish a viable economy for Korea. 


« We helped put up flour mills in Korea and Formosa, where there 
is little or no wheat. 


Comment 

The statement is ae true but generally misleading... The 
assistance furnished has been beneficial to the economies of both 
countries. 

(a) Korea has had a flour milling industry for many years dating 
back to the’ period of Japanese rule. During the late Korean war 
there was widespread destruction of industrial facilities, including 
flour mills. As a part of the general program for the restoration of 
industrial facilities, $1,135,000 worth of equipment for construction 
and rehabilitation of flour mills has been delivered to Korea under 
the ICA program since fiscal year 1955. In addition new flour mills 
have been constructed in Korea by Koreans from their own resources. 
In former times Korea supplemented its domestic rice supplies with 
imports of millet and barley from Manchuria in order to meet the 
food needs of its a Since hostilities, this source of imports 
has disappeared while the eo of South Korea has swollen 
about 50 percent from roughly 15 million to 22% million people. The 
need for food imports has continued. ' For example, in 1958 alone, 
450,000 metric tons of wheat valued at $29 million and 287,000 metric 
tons of barley valued at $13 million were shipped to Korea from the 
United States under U.S. Government-financed programs. A part 
of these shipments was financed with mutual security funds which 
thus provided a market in Korea for surplus U.S. grain. 

A question might be raised concerning the preferability of ICA 
financing flour for Korea instead of wheat. The answer lies in the 
conservation of U.S. aid funds and Korea foreign exchange accom- 
—_ through wheat imports. Korea has a critical shortage of 
oreign exchange and the U.S. aid program has been covering the 
shortage. Activities which reduce foreign exchange requirements 
strengthen the Korean economy and reduce the magnitude of U:S. 
assistance required to support the economy. Generally, foreign 
exchange is conserved in importing wheat instead of flour. 

(6) With respect to Taiwan, a small grant of $38,000 was made 
from ICA funds under the fiscal year 1953 program for rehabilitation 
of existing flour mills. Since that time about $70,000 in local cur- 
rencies (both counterpart and sec. 402 currencies) have been made 
available for expansion of grain storage and handling facilities of 
Taiwan mills. 
~ Taiwan produced approximately 27,000 metric tons of wheat in 
1957 and 1958, each. Dévelobinent plans have been made to increase 
production. The local wheat production provides a basis for a small 
milling industry! 

Taiwan must import food. Its population has increased 80 percent 
since 1938. Despite large gains in farm production, Taiwan has 
become (if sugar is excluded from calculations) a net food-importing 
instead’ of food-exporting ‘nation. To meet food ‘defitiencies’ the 
United States shipped’ large’ quantities" of surplus agricultural 
products to Taiwan. For example, 230,000 metric tons of wheat 
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Statement 


valued at $14,8 million were shipped from the United States. to 

Laos is a typical example of disrespect for the American taxpayers’ 
dollars. With complete justification, this program has been the 
subject of scorn and ridicule, of waste and extravagance. The ex- 
change rate has been manipulated. ‘The pockets of some people out 
there have been fattened, including those in the official family, as well 
as certain administrators of the program. 


Comment 


It. is very natural that there should be interest in the program in 
Laos, because it presents a very unique situation; in fact, few countries 
present the same kind of problem. oS bra 

Few people take time to remember back 5 years. _ With the defeat, 
of the ‘Danek in 1954 in Indochina and with their departure the 
situation in the whole southeast Asian peninsula looked very black. 
Many people at that time were of the opinion that this vital area 
could not be saved. ' 

Laos was the most remote and least developed part: of Indochina. 
The Communist had overrun much of the country. They harassed, 
the Government, staged armed raids, and sought to infiltrate and 
subvert the country and take it all. . 

A part of the decision to try to save Indonesia and-southeast Asia 
was a decision to try and support Laos. It was a country with no 
railroads, no industry, virtually no trained personnel, few institutions 
of any kind. The program has been expensive. However this cost 
should be considered in the hight of the cost of the probable loss of Laos 
if we had not made this great and difficult and suceessful effort to save 
the country. 

If Laos were lost, the political integrity not only of southeast Asia 
would be placed in serious jeopardy but south Asia as well, with India 
as the centerpiece. In this light, our program in Laos not only made 
sense, it was and is important to the preservation of our own security. 

he program is and was not only an economic development program. 
It is a mutual security prea in the broadest sense of the deed 

_ Many disturbing and difficult problems arose in the Laos program. 
No one denies that the program was abused and maladministered in 
many ways. But these abuses had been acted on before the people 
whose reports are so critical arrived there. Furthermore these reports 
are not documents of evaluation of a total program, their focus is 
restricted. 

In parliamentary elections in Laos in May 1958, Communist and 
associated candidates, while gaining only a fourth of the popular 
vote, nevertheless managed to win 13 of the 21 seats being contested. 
This was because the Communist’s put up only one candidate for each 
seat, while the non-Communists ran many candidates for each seat. 
Thereafter, non-Communist leaders united to form a new party which 
in August installed a Government from which Communists. were 
excluded. The new Government attacked its problems with vigor. 
In October it effected monetary. reform including adoption of a 
realistic exchange rate, and suspended the import licensing system 
which, together with the old unrealistic exchange rate, had encouraged 
corruption and hindered the effectiveness of U.S. aid. Many in- 
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efficient or corrupt officials were removed or transferred. It also 
took steps to develop more widespread popular ee in the face of 
active Communist propaganda and subversion. On January 14, the 
Government obtained extraordinary powers and a vote of confidence 
which will pereait it to rule with a strengthened Cabinet until Decem- 
ber 1959 while preparing constitutional reform. 

Today there.js a united country. They have their provinces back. 
There is a Government in which are represented some of the out- 
standing younger men in Laos, There is a Government which is 
strongly oriented to the free world, which has refused to exchange 
diplomatic representatives with Red China or the U.S.S.R. 

oday the program is one that anyone can point to with pride 
because despite everything wrong with it, it has achieved our objective 
and if it hadn’t the long finger of Communist infiltration would be 
extended right into the heart of southeast Asia. 
Statement 

“In Laos, millions of our giveaway dollars have gone down the 
drain in useless projects manipulated by dishonest foreign aid admin- 
istrators in collusion with crooked contractors.” 


Comment 

A statement of such sweeping generality is difficult to respond to 
meaningfully. The two major implied charges, however, might be 
identified as follows: 

1. That most, if not all, ICA projects in Laos have been useless 

and therefore wasteful of U.S. aid funds expended upon them. 

2. That most, if not all, ICA program administrators in Laos 

as well as the contractors engaged to implement individua 
projects, have been dishonest. 

On the first charge, any attempt to evaluate results of U.S. programs 
in Laos over the past 4 years must take fully into account a major 
U.S. objective in that country; namely, to assist Laos in its efforts to 
remain a responsible member of the free world community. This 
objective has been strikingly achieved, re 

he nation was reunited in November 1957—a unique Asian 
example of such recovery from post-World War Il Communist gains. 
Since that time control of internal subversion through the wholl 
U,S.-supported Lao National Army, with the assistance of the civil 
police, has been progressively increased. Under the public works 
significant accomplishments have been made‘in the reopening 
and rehabilitation of several hundred miles of roads and in the estab- 
lishment of a workable complex of transportation facilities linking 
Vientiane with Bangkok and the outside world—both measures essen- 
tial to J.ao security and economic development. 

In other areas as well, where smaller concentrations of U.S. funds 
have occurred but which, in so underdeveloped an area, are also 
basic to lasting national improvement, the record jis not dissimilar 
despite the many evidences of formidable problems and difficulties 
encountered. Concrete manifestations of progress have become ap- 

arent in some instances only during the last 12 to 18 months, but it 
1s clear that they represent the fruition of ICA efforts initiated during 
earlier years, 

For example, as the first, serious challenge to the problem of an 
85 percent illiteracy level, over 200 elementary school teachers and 
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administrators have been trained outside of Laos; and a teacher 
training center, ee agg oy on the basis of past, practical experience, 
has been organized. In public health, significant advances in the 
control of traditionally “pews, contagious .diseases -haye been 
made; first, in the virtually complete eradication of yaws as the 
result of cooperative effort between ICA and the World Health Ongani- 
zation of the United Nations and, second, in the control of malaria, 

+ -where, at midpoint in an 8-year program aimed at total eradication, 
all scheduled goals have been met ‘through the protection of almost 
half a million Lao homes. 

In agriculture, efforts to introduce more highly productive cultural 
practices and raise unbelievably low dietary standards have resulted 
in the development and distribution of improved rice seed, pigs, and 
chickens and the bringing of 10,000 additional acres of Ae get a 
cultivation through irrigation. As a relatively recent development, 
all of these activities are now peng coordinated into a carefully 
planned program of wide political and social] implications designed to 
assure that improvements in living standards will be brought to the 
Lao population and, with them, growing awareness of sustained 
central Government interest. 

The degree of success which these combined activities have cumula- 
tively had is no more dramatically demonstrated than by the con- 
tinued independence of Laos today under a strongly pro-Western, 
stable, and progressive government. 

As tothe second me it is true that, in the course of a recent 
intensive investigation of the aid program in Laos by a subeommittee 
of the Government Operations Committee of the House, one instance 
was found where a former ICA employee admitted ‘that during the 
period of his employment as public works and industry officer in Laos 
from December 20, 1955, to November 3, 1957, he had accepted gifts 
of money and other favors from a private contractor simultaneously 
working on ICA-financed construction jobs in Laos. ICA has been 
very deeply concerned by these admissions and has referred ‘the 
matter to the Department of Justice for appropriate action. All 
other instances where question as to the propriety of actions by TCA 
personnel have been raised in the hearings before the subcommittee 
are likewise being throughly investigated. #2. 

_ It is perhaps worth noting that the former employee here involved 
was not employed by ICA prior to his assignment in Laos and that 
he resigned from ICA at the conclusion of this assigment 2 years later. 
Itshould also be noted that ICA was investigating this situation 
itself even though the person invclved was no longer employed b 
ICA. When he refused to furnish financial data including tiewk 
records, ICA, lacking subpena power, suggested to the subcommittee 
staff investigator that he might be able to obtain these data in view 
of the subcommittee’s subpena power. 

Instances of such conduct have been rare in the long course of ICA 
operations throughout the world. As Mr. Saccio, Acting Director of 
ICA, stated to the press upon learning of this latter, a case:like this 
‘“* * * has been the extreme exception and is a disservice to the corps 
of LCA employees who over a period of 11 years in operations in more 
than 60 countries have built up a record of dedication and honesty 
in which all Americans can take pride.” 

Furthermore, ICA severed all relations with the contractor con- 
cerned as soon as the facts of his complicity became known and has 
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initiated,a series of actions designed. to recover funds earlier disbursed 
for pasigrmanes later discovered to have been inadequate or connected. 
with improper. activities, 

Roughly a year ago, in the course of the ICA presentation before 
the House Foreign Affairs Committee, Congress became seriously con- 
cerned by growing reports of widespread abuses, such as oa wk I 
‘overpricing, diversion, and reexport, in connection with the ICA- 

onsored commodity import program in Laos and the wastage of | t 
US. funds and deteriorating effect on Lao public and private morality 
which was resulting therefrom. Since that time it is understood that 
an improvement inthe situation has occurred. What has’ beén the is 
nature of such changes and the results which either have transpired 


or can be expected to follow? . i 
Comment. ... to 
»: Om October 10, 1958, after 2 years of continuous U.S. effort, in- 
cluding 1 full year of intensive negotiation, the Royal Lao Govern- k 
ment promulgated a monetary ‘reform program which revalued the 
kip from an unrealistic exchange rate of 35 kips to $1 to a new rate of ‘ 
-80 kips to $1, a figure corresponding more closely to then-existing free 
market values. The new exchange rate was put into effect under a c 
stem ’of free convertibility, which simultaneously permitted the I 
elimination of the elaborate import licensing system which the earlier ( 
exchangé rate necessitated and under which the largest number of 
abuses had occurred. As a result, two major accomplishments have 
been achieved::{1) abuses arising under the old system have been. 
eliminated, thus bringing about a new era of heightened morality and . 
increased economic and political stability, and (2) by virtue of the I 
more realistic rate, fuller, more,effective use is being made of .U.S. aid 
dollars. Too little time has elapsed since the introduction of mone- 
tary reform to permit final evaluation of all its ‘effects. Capital 
transfers, however, which were widely practiced under both the old 
system and the initial phases of the new, have sharply declined in ¢ 
recent months; and Lao commercial and business activity lately 
appears to be staging a resurgence. 
'«#'* * in Thailand we paid for a modern highway that connects 
Bangkok. with the jungle; * * *” 
The —— vp ares! in Thailand does not start in Bangkok 
and does not end in the jungle. It starts at Saraburi, about 70 miles 
from —— by all-weather road, and extends 92 miles, through 
some jungle but mostly through upland plateau country, to Korat, 
the third largest city in Thailand. «It does provide the first direct 
all-weather link between the Central Plains area, including Bangkok, 
and the Northeast Plateau which contains about 8 million people, 
more than a third of Thailand’s population. This area has. been 
economically depressed and especially vulnerable to subversion from 
neighboring Communist areas, due largely to its relative isolation 
from Bang ok and the rest of Thailand. This new highway goes ‘far 
toward a 
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eviating this condition. By the time it was completed, the 
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traffic count on it had built up to about 1,000 per day, mostly buses 
and trucks. Considerable new economic activity had already occurred 
along this highway even before it was completed. Its completion 
enables the initiation of significant changes in the trade, commerce, 
and’ production patterns of the Northeast Provinces in support of 
several other ICA program activities. 

The objectives of this highway project, all of which appear to have 
been served well, are as follows: } 

(1) To complete a major link in the present and contemplated la>d 
transport network of Thailand; 

(2) To provide a highway connection between the capital of Bang- 
kok and an economically depressed, politically vulnerable, and once 
isolated northeast area of Thailand; 

(3) To provide a road capable of transporting heavy military traffic 
in event of emergency; 

(4)::To provide the Thai Ways Department .with:much needed 
modern highway construction equipment; 

(5) To train Thai technicians and engineers in techniques of modern 
highway engineering and construction. 


Statement 


An article by Mr. Eugene Castle in the July 1959 American Mercury 
quotes.a lengthy criticism of the aid program in Thailand written by 
Mr. Vermont Roysterin the Wall Street Journal. 


Comment 


The material quoted in the American Mercury article aa to 
make three major criticisms of the ICA program in Thailand. These 
are summarized below and are followed by comments. 


1. Statement 


_ Thailand apparently has no problems, is blessed with abundance 
and is quate happy with its situation, having gotten along for a 
thousand years without U.S. aid. 


Comment: 


The article apparently overlooks the fact that after a thousand 
ears there is a general awakening of the people of the Far East 
including Thailand, and a general increasing awareness on the part 
of the Thai people and their Government of the need for improving 
social conditions and raising the standard of living: Per capita income 
in Thailand is still less than $100 a year. The Thai Government’s 
budgetary resources are strained by the growing need. for effecting 
essential public works. improvement, such as roads and power, and at 
the same time provide the essential public services to the people. 
Moreover, while Thailand does not suffer from hunger nor from 
population pressure, to the degree experienced by some other countries 
in southeast Asia, its financial and economic stability is highly vulner- 
able to the vagaries of climate and changes in’ World market demand. 
Exports of a handful of commodities, principally rice, rubber, and tin, 
account for a major portion of Government revenues and for foreign 
exchange to import total Thai requirements for finished goods. 
In order to provide the basis for increasing national income and 
standards of living for a growing population, considerable additional 
capital outlay is required in the fields of transportation, power, and 
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communications which will enable increased economic development, 
om needs to be done to bring new industries into Thailand to help. 
iversify and increase production. 

ICA economic aid is carefully coordinated with the activities of the 
International Bank for Reconstruction and Development, the Export- 
Import Bank, and the Development. Loan Fund. Recognizing the 
large need for external assistance for economic development, Thailand 
has aggressively sought loans from these international lending institu- 
tions for power and transportation. 


2. Statement 
The ICA in Thailand carries on a wide variety of activities, 


reaching into almost every aspect of life in Thailand in an apparent 
effort to remake the country from top to bottom. 


Comment 
The ICA in Thailand is the result of mutual Sears on 
the part of the Thai Government and the ICA mission. The projects 


which make up the program are initiated at the request of the host 
vernment. The scope and variety of ICA program activities in 
hailand is a direct ellediien of the range of priority social and eco- 
nomic problems that exist in Thailand in which the Thai Government 
has requested our assistance. 

Economic assistance in the form of supplies and equipment alone are 
not sufficient to effect lasting improvements. It is necessary to pro- 
vide a variety of technical assistance and considerable trainingyim order 
to firmly establish new ideas and modern methods and the institutions 
essential to give them substance. The countries of southeast, Asia, 
including Thailand, are in a process of change but. their people continue 
to hold to traditions of the past. They sometimes are reluctant, to 
take new steps that are indicated and it is thus realized that change is 
also needed in attitudes, values, and even in some instances, customs. 
Thus, in addition to economic aid, technical assistance is provided in 
such fields as public administration, education, health, and agricultural 
methods. In order to provide for a self-sustaining program of eco- 
nomic development in a country which is desirous of catching up with 
the more advanced nations, it is necessary to give support to those 
interrelated factors which are directly involved. There is every evi- 
dence that the Thai Government understands the broad nature of the 
problems with which it is confronted. 


3. Statement 

The ICA m rubs many Thais the wrong way and officials 
report that the hai are reluctant to aceept all of our advice. 
Comment 


It is not clear whether the author has any specific cases in mind of 
birritation with the ICA program, so that it is difficult to comment 
on this point excepting in a general way. There is no doubt but that 
there would be some individuals in Thailand critical of the ICA as- 
sistance program in that country. Generally speaking, there is always 
resistance to change, even though it is for the better. Some dissatis- 
faction can be expected in limited areas-where basic economic and 
social changes affect particular interests as a result of new opportuni- 
ties in industry, education, and Government. 
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4. General comment 


in effect, what we are trying to do in Thailand is to help the Thai 
Government (a) meet the growing aspirations of the Thai people; 
(6) cope with basic economic and social problems which it is unable to 
do without outside assistance; and (c) maintain internal stability and 
freedom in the face of Communist subversion and infiltration. The 
importance of a stable Thailand: im southeast Asia collaborating with 
the free world is obvious. 


Statement 


It has been alleged that the Philippines could live and prosper 
without one American foreign aid dollar. 
(a) What is the economic situation in the Philippines? 
(6) What would occur if all American aid were to be withdrawn? 


Comment 


While a more effective use of its resources would benefit its economy, 
the Philippines cannot meet both its present deferise and development 
requirements without external assistance. 

(a) The per capita gross national product of the Philippines is 
approximately $215. While this is relatively high compared with 
other countries in the Far East, it is about one-fourth that of the free 
countries of Western Europe, and only about one-tenth that of the 
United States. Even at that the figure tends to be misleading because 
much of the wealth of the country is concentrated. Most of the 
Philippine people live only a little above a bare subsistence level. 

Although the Philippine gross national product increased by 
approximately 1 percent in 1958, population increased by approxi- 
mately 3 percent, thus resulting in an actual decrease in the per capita 
gross national product (GNP). This is in marked contrast to prior 

ears in the postwar period, when the per capita GNP rose year 


ear. 
The Philippine foreign exchange position has deteriorated sharply 
in the last 2 years. Trpotte soared from $506 million in 1956 to 
$614 million in 1957. Tightened import restrictions reduced imports 
in 1958 to $560 million, but failed to reverse the downward trend in 
foreign exchange reserves which declined by approximately $10 million 
m 1958. 

One result of the shortage of foreign exchange and consequent 
import restrictions has been a shortage of imported industrial raw 
materials, resulting in underutilization of plant ¢apacity and a slow- 
down in production. Import restrictions also have tended to reduce 
Government revenues, which are derived largely from customs duties 
and excise and sales taxes. Philippine Government revenues are in- 
sufficient to defray the costs of essential current. Government opera- 
tions, thus necessitating deficit financing of productive investment, 
ieee public works, and military installations, with inflationary 
results. 

The present situation is such that foreign investors are hesitant to 
make new investments in the Philippines and much domestic capital 
is used in vapnalonrs rather than productive activities. 

(b) If American economic aid to the Philippines were to be 
discontinued the Philippine economy would suffer greatly. As indi- 
cated above, the Philippine economy is in a perilous state at the present 
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time and must continue to depend upon outside capital to keep ahead 
of a growing se ore and to expand productive capacity to the 
point where the economy can become self-sufficient. 

ICA aid programs are important because they help to lay the 
foundations which will enable the Philippines to make the most effec- 
tive use of their own resources and those which they can obtain from 
other sources. ICA programs Lave provided assistance in raising 
health standards, broadening the educational system, and improvi 
rural conditions; these programs have helped to maintain rp, 
security and establish a base for economic development. The ICA 
program also is helping the Philippine Government carry out certain 
military construction projects needed to increase the effectiveness of 
the Philippine armed forces which the Philippines could not otherwise 
undertake because of limited internal resources and competing re- 
quirements for their use. 

The effect, if present ICA defense support-technical assistance pro- 
grams were terminated, would be to jeopardize goals of specific interest 
to the United States. Military construction would be substantially 
curtailed and the rural development program on which most of the 
past U.S. aid has been focused would deteriorate. 

Retrenchment in; the Philippine Government’s rural development 
—pem would risk a resurgence of discontent in rural areas, a problem 
with which the Philippines, with U.S. aid, has been making substantial 
progress. Without the pesos derived from the sale of surplus agricul- 
tural commodities under section 402 of the Mutual Security Act (more 
than two-thirds of ICA aid to the Philippines currently takes this 
form) the Philippine Government would either have to curtail these 
activities, reduce other essential Government activities or further in- 
crease its budgetary deficit with inflationary results. 

In addition to the ICA programs, the Philippine Government re- 
ceives aid in the form of surplus agricultural commodities under Public 
Law 480. For example, currently (May 1959) a new sales agreement 
under title I of Public Law 480, in the amount of approximately $12 
mnillion, is being negotiated. 

Finally, Development. Loan Fund and Export-Import Bank credits 
totaling $125 million, committed in July of 1958, now are being allo- 
cated for particular projects. The long-term U.S. Government loans 
are being counted upon to finance the essential imported components 
of productive investments without which the Philippine economy can- 
not expand at a rate which meets the essential requirements of its’ 


rising population. 

Statement ‘ 

_ {* * * we freed the Philippines from the Japs and now the cor- 
ruption-plagued Government of that country demands that we repay 
them nearly a billion dollars for the war damage done by the Japs.” 
Comment 

. We should not forget the heroic and decisive contribution of the 
Filipinos to what was essentially our war against the Japanese. Our 
return to the Philippines was an integral and essential part of our 
military campai ainst the Japanese, and not merely an act of 


a 

good will as implied by Mr. Castle's statement. 
All governments have had to deal, to some extent, with the problem 

of corruption, and the Philippines is no exception. The President of 
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the Philippines has acknowledged this and has taken steps to combat 
this problem, 

Under the Philippine Rehabilitation Act of 1946 the sum of $400 
million was appropriated and disbursed to pay claims of private 
citizens and corporations in the Philippines for wartime damage to 
property, and $120 million was appropriated and disbursed for the 
rehabilitation of public property. The $400 million was sufficient to 
pay in full all private claims approved for not more than $500. On 
claims over $500, the claimants were entitled under the law to receive 
$500 plus 75 percent of the approved amounts of their claims in excess 
of $500. Because of the inadequacy of funds appropriated, however, 
claimants were actually paid only 52.5 percent of the approved 
amount in excess of $500. The Philippine Government has asked, 
that funds be appropriated to pay the authorized balance of these. 
claims, but by no stretch of the imagination would the total required 
for this purpose approximate $1 billion, as alleged by Mr. Castle, — 


Statement 


It has been charged that we squandered money in Iran, buildin 
roads that led to nowhere, financing dams that were never built, an 
turning over huge sums of money to the Iranian Government to 
squander needlessly. 

. (a) Are any of these charges correct? 
(6) What is and was the purpose of the Iranian program? 
(c) What has it achieved? 


Comment 


(a) None of the charges is correct. 
The references to ‘‘roads that led to nowhere” and “financing dams 
that were never built’’ presumably refer to the Kara} Dam construc- 
tion project in Iran and the access road which leads to it. This road 
is an arterial highway running from Teheran to the vital Caspian 
area. It was necessary to relocate this road from a position which 
will eventually be covered by the Karaj Dam Reservoir. The road, 
also serves as an access road to the construction site during the build- 
ing of the dam. 
he Government of Iran is proceeding with the construction of 
the dam from its own funds, since the dam is required to provide a 
much ‘needed source of water supply for the rapidly growing capital 
city of Teheran. In October 1957, the Iranian 7-year development 
plan ——— signed a contract with Morrison Knudsen Inter- 
national in the amount of approximately $41 million for construction 
of the Karaj Dam and an 84,000-kilovolt-ampere power generating 
a It is estimated this work will be completed in the summer 
‘ 

The allegation that huge sums of money were turned over to the 
Iranian Government to squander needlessly apparently has reference 
to the Van Rensselaer article stating that ‘“‘when there weren’t enough 
ready projects, for which to obligate funds, Warne, with the approval 
of his Washington chiefs, distributed U.S. checks direetly to Iranian 
ministers. He provided cash with which the Iranians not only met. 
their regular government payrolls: but raised their own salaries.’’ 
The United States assisted the Iranian Government in meeting its 
payroll during the chaotic period following Mossadegh’s fall. This 
assistance was provided to bolster the position of the Iranian Govern- 
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ment not beeause of any alleged lack of “ready projects.” From 
May 1951 until the fall of 1954, the Iranian Government’s gross 
income from oil production was only approximately $12.7 million, 
received during the early months of 1951. This was wholly inade- 
ge to finance both the government’s regular operating budget and 

e development plan. The Iranian Government did raise some 
salaries of its civil service because of the wild inflation which was 
sweeping the nation at the time and in order to consolidate the loyalty 
of the civil service behind the new Zahedi government. No direct 
contributions for general budget support have been made from either 
fiseal year 1957 or fiscal year 1958 funds. 

The “distribution of checks directly to Iranian ministers’’ involved 
ceremonial presentations inorder to publicize U.S. assistance at a time 
when such a demonstration was deemed extremely important to the 
politieal situation. 

(b) The Iran program has given primary support for different objec- 
tives at different periods as in the circumstances the U.S. interest 
required. After the cessation of oil revenues, due to the nationaliza- 
tion of the oil industry, the Iranian Government fell into increasingly 
desperate financial straits. From 1951 to 1953, during the historic 
and bitter internal Iranian political struggle with the Communist 
Party, U.S. assistance served to prevent economic collapse and take- 
over by a [ouniniat-nenttclod regime. The basic technical co- 
operation program begun in 1951 was continued, but additional aid 
~was also made available for essential imports and to maintain employ- 
ment. These programs prevented the collapse of economic activity, 
demonstrated U.S. interest in Iran, and eneouraged non-Communist 
elements to resist Communist pressures. 

After the fall of Mossadegh and the accession to power of a pro- 
Western government in August 1953, a sizable increase in U.S. assist- 
ance was regarded as necessary to enable the new government to sur- 
vive and to undertake to develop its own resources and negotiate an 
oil agreement. The new government had come to power at a time 
when the country was near to economic collapse and the treasury was 
virtually without funds. The new government was without resources 
to provide for normal governmental functions, civil and military. 
Immediate budgetary sid train the United States enabled the govern- 
ment to carry out normal functions, to pay civil and military salaries 
and to consolidate the civil service and military establishment behind 
the new pro-Western regime. Without such emergency aid it is likely 
that the situation would have deteriorated still further and it is un- 
likely the new government could have survived to make the settle- 
ments and adjustments for a new economic and administrative start. 

The next stage in the mutual security program for Iran began with 
the oil settlement in 1954, and the subsequent gradual restoration of 
oil revenues. U.S. economic aid, especially direct budget support, 
has declined as oil revenues have increased, and a substantial portion 
of total aid has been in the form of loans repayable in dollars. Even 
in the past few years, however, Iran has experienced difficulties in 
attempting to finance an increasingly heavy military burden brought 
about by Iran’s membership in.the Baghdad Pact, while simultaneously 
fin#hcing a rate of economic development consonant with the awaken- 
ing aspirations of the population. Loan and grant assistance there- 
fore continued to be e available to Iran in connection with tech-: 
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nical assistance, economic dev nt, and military construction. 
No direct contributions for general budget —— have been neces- 
sary from fiscal year 1957, fiscal year 1958, or 1 year 1959 funds. 
However, following recent events, further evolution of the program in 
Iran is occurring with consideration of a program more closely related 
than heretofore to the support of the growing Iranian military forces 
and to the economic impact of the military burden. 

(c) The mutual security program in Iran can be credited with 
assisting significant achievement toward fulfillment of US. objectives. 
In contrast to the economic prostration, administrative chaos, and 
Communist subversion that characterized the period 1951-53, Iran 
today is able to undertake a diversified economic development 
program; imternal security has been restored; and a strong, pro- 
Western government is participating actively in regional Kigenee 
arrangements such as the Baghdad Pact. To enumerate in detail the 
accomplishments of the balanced programs that were undertaken 
‘would require an extensive presentation. Some specific illustrations 
of what the program has meant to individual Iranians, to ‘the Tranian 
economy, and to Iran’s capacity to meet its needs may be drawn from 
among the following examples: 

Assistance has been provided to Karaj Agricultural College 
since fiscal year 1952 to raise the quality of teaching, enlarge the 
scope of the curriculum, and increase the student body. ‘So far 
the curriculum has been rather substantially changed, physical 
facilities of the college have been improved, and the enrollment 
has increased from 150 students (1954) to 300 students (1958). 

Courses have been introduced in general agricultural methods 
im the fifth and sixth grades of rural elementary schools, and 
teachers have been trained in these subjects. 

An agricultural extension service has been established within 
the Ministry of Agriculture to bring scientific knowledge and 
technical help to the village in such a way as to promote self-help 
improvement. This program has been in existence since 1953 
and a corps of trained personnel is now in being which is large 
enough to have undertaken a suitable program of training and 
demonstration. 

Assistance has been provided the Miistry of Agriculture’s 
division of irrigation in the formulation of a water resourcs 
program which includes training in irrigation project planning 
and maintenance, demonstration of general practices under 
particular circumstances, and the elaboration of the organization 
of ‘the central office in Teheran. A number of preliminary 
surveys have been completed of existing irrigation projects and 
several planning surveys are underway for specific projects, as 
well as the inventorying of surface water gubbberah 

A “block program” was established 
in 1954 by the Ministry of the Interior. It was planned that, at 
the end of 10 years, 63 “development areas” would be established 
which would cover approximately 7,000 villages out of the 50,000 
villages of Iran. At the midpoint of this 10-year program, 10 
areas have been established covering 1,200 villages, 

Assistance has been Piped to code, edit, tabulate, and 

analyze the first national population, housing, agricultural, and 
village census of Iran which was collected over the period Novem- 
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_ber 1956 to May 1958. In addition, specially proposed censuses 


are in process including a health survey in one major city, a labor 


_ and industrial census in another, an agricultural census in two 


Provinces, and a cost-of-living study in the city of Teheran. 
he curriculum of the vocational trade and industrial schools 


_ whose enrollment in 1958 was approximately 9,000 students, was 


expanded to cover a wider range of subject material... 
A curriculum and long-term educational program was developed 
for the newly established Teheran Institute of Technology which 


_ has now completed its first year of work. In addition, assistance 


has been provided this institute in the form of equipment and 
training grants for several members of the faculty. 
The American advisers in the field of education have developed, 


in consultation with the Ministry of Education, arithmetic text- 


books for grades 1 through 3, supplementary readers for grades 
1 through 6, and readers in gsnenal science and public health for 
ades 1 through 6. The arithmetic textbooks and readers have 
een distributed to all schools in Iran; the health and science 
series are in process now. 
An industrial management consulting firm’s services have been 
provided to the plan organization to assist it to reorganize and 
rehabilitate its industrial plants, including textile and cement 


factories in order to bring these plants to the point where they 


_ ean be sold to private interests. 


Research and testing equipment has been provided to the field 


materials laboratory in Teheran University. 


Management assistance is being provided the plan organization 


. to assist the plan organization to develop and implement sound 


financial systems and practices, a wise personnel system, and in- 


_ telligent procedures for the design and conduct of social and 


economic development analyses. The program has been in 
existence for 2 years and improvement is under way in account- 
ing, auditing, budgeting, and statistical reporting. 

An institute for administrative affairs in the University of 
Teheran, to provide education at the undergraduate and graduate 
levels in public administration for Government agencies and pri- 
vate enterprise. In the past 5 years approximately 175 students 
have completed their graduate work leading to a master’s degree; 
75 students have completed undergraduate training in account- 
ing; and 100 more are presently taking this course; 21 graduates 
have been sent to America for advanced work in administrative 
management, and of these, 12 have returned to Iran, 6 to oecupy 
important Government posts and 6 teaching at the institute. 

_ Public administration consultants are provided to each of 
the ministerial Under Secretaries (except the Ministries of War 
and Foreign Affairs) to assist in the regularization of Government 


_ practices in budgeting, veretenen and auditing, as well as ordi- 


nary housekeeping functions of istries. . 


Statement 


“A congressional committee on Government operations, making 
its own investigation of foreign aid, discovered that in Iran a quarter 


of a billion dollars of mutual security funds had completely dis- 
appeared. It has never been found.” 
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Comment 

To our knowledge no such accusation has ever been made by a 
congressional committee regarding the U.S. aid program to Iran, or 
anywhere else. 

resumably the author is referring to the first report by the Com- 

mittee on Government Operations, dated January 28, 1957, entitled 
“U.S. Aid Operations in Iran”. The committee concluded that 
“U.S. aid and technical assistance programs in Iran which, between 
1951 and 1956, totaled a quarter billion dollars, were administered in a 
loose, slipshod, and unbusinesslike manner’. The Director.of.ICA 
responded to this criticism in a letter dated June 13, 1957, to the 
Honorable Porter Hardy, Jr., chairman, International Operations Sub- 
committee, as follows: 


ICA has freely acknowledged that there were inadequacies in the administra- 
tion of the Lran program and that mistakes were made. We believe, however, 
that the committee’s conclusion is so sweeping as to create an inaccurate picture 
of the operation of the Iran program. he conduct of this program may be 
evaluated fairly only when viewed in the context of the political and economic 
chaos that existed in Iran during a substantial period of the aid program. De- 
spite grave obstacles to the conduct of a smoothly funetioning Operation, and in 
the face of the physical danger to which the mission’s staff were subjected, it was 
the considered judgment at that time that the program must be carried forward 
to demonstrate US. interest in Iran and to forestall a threatening Communist 
takeover. 

In commenting on these circumstances before the subeommittee (the Inter- 
national Operations Subcommittee of the Committee on Government Operations) 
on May 29, 1956, Under Secretary (of State) Murphy said: 

“In view of this situation there unfortunately was some wastage of supplies 
and at times a certain amount of disorder in the handling and utilization of 
American equipment. Furthermore, some of the programs were undoubtedly not 
as carefully prepared as they would have been in a more normal situation. Partly, 
as a result of the chaotic conditions under which the work was being carried on 
it was not until the summer of 1954 that it was possible to put into effect the kind 
of effective inventory and accounting procedures which the situation seemed to 
require. These procedures at the present time are fairly satisfactory although 
they are constantly being improved. 

“We believe that it was wise for TCA to push ahead rapidly with the programs 
even though there might be administrative shortcomings with regard to them. 
rents in Iran during the period 1951 to 1954 are evidence of the correctness of 
this policy. 

or the ICA and its predecessor agencies became aware of deficiencies in 
management practices efforts were made to correct them and, despite many 
handicaps, not the least of which was the great difficulty in recruiting personnel 
to serve in Iran, these efforts have been productive.” 


“The agency has given a full accounting of all U.S. Government 
expenditures made in connection with the aid program to Iran. All 
expenditures were made in accordance with fiscal procedures approved 
by the General Accounting Office. 


Statement 
“Here, too, we wasted half a million dollars shipping ‘a sawmill 
that proved to be totally inadequate for Iran’s heavy teakwood logs.’ 


Comment 
Teakwood is not indigenous to Iran and does not exist there in 
commercial quantities. The reference to teakwood in Iran apparently 


refers to a statement concerning teakwood in Taiwan (Formosa) made 
during the hearings before the Subcommittee for Review of the Mutual 
Security Programs of the House Foreign Affairs Committee, last 
December. 
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_ The sawmill which is being erected in Iran is in the Tavolesh Forest 
near Pahlavi. The contractor has reported that the mill is suitable for 
the timber in the area and that it is expected to be placed in operation 
by December 1959. 


Statement 


“Also in Iran we have <a schools which, without teachers, 
have degenerated into a farce, only the laugh is on us.” 
Comment 

The source of this allegation is not given and ne facts are known to 
support it. 

i here is no evidence that any schools in Iran are unutilized for lack 
of teachers, and the problem of an adequate number of “qtiilified 
teachers is being mitigated by ICA assistance in a teacher training 
program. As is true in virtually every lesser developed country, the 
present school facilities are not adequate to meet requirements. 

Under the emergency assistance program instituted in late 1953, 
funds were utilized te complete construction of school facilities which 
had been initiated by the Iranian Ministry of Education. This im- 
cluded the purchase of demonstration equipment for the schools. — 

At the same time a major activity of the U.S. technical assistance 
program in Iran has been the development, in conjunction with the 
efforts of the Ministry of Education, of an adequate and well-trained 
staff of teachers. USOM technicians have participated in an in- 
service teacher training program through which 42,624 Iranian teachers 
received training in 15 different fields of instruction since the inception 
of the ICA program. During the early days of the program it was 
necessary for U.S. advisers to conduct courses and directly participate 
in the operation of this program. By 1958 a sufficient number of 
Iranians had been.trained to administer this programm and to conduct 
= courses so that U.S. technicians were able to assume an advisory 
role. 


Statement 


An allegation has been made that we handed over $1 million to 
bolster the Pakistani fishing industry. Is this correct? 
Comment 

Through June 30, 1958, ICA obligated $1,374,009 for a program 
directed toward the improvement of Pakistan’s fishing industry. 
Pakistan undertook to furnish local labor and supplies o for this 
peoquene in an estimated amount of $2.9 million. 

e need for improvement of this industry is evident when the 
average national diet in Pakistan is considered. It is estimated that 
each person in Pakistan has a caloric intake of 2,125 per day as 
contrasted with approximately 3,150 per day in the United States. 
Of this total, only 50 grams is protein, as Gontrasted with 94 grams per 
day in the United States. In East Pakistan in particular, fish and 
rice are the main diet of 45 million people. Fish is the principal 
source of protein. 

_ The fishing industry in Pakistan is now in primitive condition and 
is not supplying sufficient amounts of fish to the populace to meet 
minimum protein requirements. An expanded and modernized fishing 
industry will help meet an important dietary need of the Pakistani 
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people and contribute to their better health. It will also provide 
additional opportunities for useful employment and enterprise among 
the Pakistanis. The importance of the fishing industry in this latter 
respect is indicated by the fact that even at present some 200,000 
Pakistanis are working as fishermen and additional thousands are 
engaged in employment related to fishing. 

The major portion of the ICA assistance has been for the develop- 
ment of the Karachi fish harbor. This has included technical advice 
in dredging the harbor and reclaiming approximately 47 acres of land, 
the furnishing of equipment and supplies not available in Pakistan 
and U.S. training for Pakistanis. The fish harbor when completed 
will include such structures as an auction market, ice plant, drying 
shed#'for nets, boat repair shops, and allied facilities. Many of these 
structures have been completed and are already in operation; others 
are in the process of construction. During the past 4 years fish land- 
ings have doubled and it is expected that when the harbor is in full 
operation it will provide employment for approxmantely 5,500 people. 
Present plans now call for completion of the facilities by October 1959. 
The fish processed at Karachi fish harbor are for domestic consump- 
tion. Other related activities in the program are assisting mechaniza- 
tion of the fishing fleet, demonstrating equipment and technique, and 
providing nylon twine for improved nets; 100 fishing vessels have been 
mechanized. 


Statement 


“In Pakistan, irrigation pumps that were never delivered resulted 
in a loss of more than a million dollars * * *.”’ 
Comment 

This was a project initioted by the Pakistan authorities based on 
studies and advisory services provided by the United Nations Food 
and. Agriculture Organization. The project is intended ‘to’ provide 
additional water for irrigation of a substantial area in East Pakisten 
by pumping water from the Ganges River into a canal netwcrk. 
A dependable water supply is expected to permit double and triple 
cropping and increased vields thus helping to relieve the critical food 
supply problems of Pakistan. The initial request to the U.S. Gov- 
ernment covered the financing of pumps to be used in pumping the 
water, plus certain construction equipment and steel parts for the 
canal gates. The Gevernment of Pakistan planned to construct the 
-eanals and the pumphouse, and the Government of Canada agreed 
to provide a power station which would provide the current to run 
the pumps. The United States agreed to finance the pumps and 
other items requested, and, accordingly, a contract in the amount of 
some $700,000 for the manufacture of three large pumps was awarded 
to a Japanese firm who were the lowest eligible bidders in response to 
a worldwide bid invitation. 

No independent review of the plans for the total project was made 
by the United States at that time because: 

(a) There was no doubt about the fundamental importance of 
the project; i.e., to inereese agricultural production in East 
Pakistan; 

(6) Our contribution was relatively small. The total cost of 
the project was expected to total about $15 million and the total 
U.S. contribution wes to be less than $2 million; 
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(c) In any case, more than half of the U.S. funds furnished 
were to finance general purpose construction equipment. which 
would be useful not only for this project but for other essential 
work in Pakistan. 

At a later date it became evident. that there were some difficulties 
with the planning and implementation of the project. In particular, 
the Government of Pakistan did not make any headway in building 
the pumphouse to house the pumps which we had arranged to have 
built, and the Government of Pakistan sought further assistance on the 

roject from the United States. In view of this situation, in 1957 

CA determined that it would be desirable to have a thorough review 
made of the feasibility of the entire roieot before considering com- 
mitting any additional funds. The Government of Pakistan agreed 
that there should be such a study and it was completed in 1958. The 
study revealed that there were some shortcomings in the initial 
planning of the project, that some modifications and improvements 
were necessary, and that it. will cost much more than the initial 
estimates. No decision has been made as to whether any additional 
USS. assistance should be offered for this project. ; 

In accordance with the agreed U.S. assistance for the project, the 
pumps, noted above, have been Ay 8 coy and are being wrapped for 
shipment to, and storage in, East Pakistan pending completion of the 
pumphouse. 


Statement 


“* * * and {in Pakistan] we wasted $3 million more for aviation 
radio gear, most of which remains uninstalled or in storage.’’ 


Comment 


There has been no “‘waste’’ of $3 million for aviation radio gear in 
Pakistan. 

The facts are that in 1955 the Government of Pakistan requested 
assistance in a long-range program, which it already had underway, 
for the expansion and improvement of aviation ground facilities. 
After partition, Pakistan’s aeronautical ground service equipment did 
not meet the standards of other countries, and it was necessary to 
rectify this deficiency since Pakistan oceupies a vital position in. the 
airways of the free world. 

The project was initiated in 1954, but ran into operating difficulties 

‘in its be stages. By 1957 these minor difficulties had become 
aggravated by a lack of cooperation on the part of certain Pakistani 
officials. In February 1958, the United States informed the Pakistan 
Government that it would be forced to terminate the project, and 
from that date new activities were suspended. The last. technician 
left on June 9, 1958. Some $2 million of equipment was procured 
prior to termination of the project, Approximately $1.8 million of 
equipment had not been procured, and action.on this was stopped. 

This project was and remains a valuable one not only to Pakistan 
but to the free world. The Pakistan Government asked. that. the 
project be reinstated and stated that it intends to cooperate fully in 
its implementation. The project was reactivated on December 24 


1958, new technicians have been recruited, one has already arrived 
in Pakistan, and six others are expected to arrive within a few weeks; 
and procurement of equipment has been resumed. The first shipment 
under the resumption of the project should arrive by June 30, 1959, 
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and the final shipment by June 30, 1961. Much of the equipment 
that is in Pakistan for this project, the approximately $2 million 
worth mentioned above, is already being utilized effectively and there 
will be American technicians in the field to assure that the equipment 
how on order will be used as effectively. 


Statement 


“In Pakistan, too, we shipped 3% million dollars’ worth of bus 
parts to a country where few of the natives know the difference between 
a nut and a-bolt.’”’ 


Comment 


Adequate transportation is essential to the development of the 
economy of Karachi, an industrial and commercial city of almost 2 
million people whose population has increased greatly in recent years. 
It was estimated that well over 800 additional buses were needed to 
meet minimum traffic needs in this city alone. ‘Since ICA assistance 
in procuring buses would be of visible benefit to the man on the street, 
it was decided to allot $3.5 million of the 1958 nonproject aid to the 
procurement of bus chassis and spare parts for 500 buces to meet the 
most urgent requirements, with the bus bodies to be supplied locally. 
The assembly of these buses, for which Karachi has the facilities, 
would: provide pape 2 (0 in a country where unemployment is an 
acute problem. Furthermore, by making maximum use of local 
resources more transportation could be made available than if the 
entire amount were imported. Favorable bids from American 
suppliers were received on this procurement authorization and it has 
been found that 500 chassis with necessary parts can be procured for 
$1,988,000 ; $565,000 will be needed for materials that are not available 
locally for the bus bodies; and the remaining $947,000 will be used for 
other commodities. Neither the bus chassis nor the parts have yet 
been shipped to Pakistan. 

The implication of the allegation, that the Pakistanis are unable to 
run and maintain buses, is not valid. Karachi has had a bus system 
for many years, and although the total economy is-greatly in need of 
more technically trained people, Karachi is entirely capable of assembl- 
ing and maintaining the buses. AE ' 


Statement 


US. military assistance to Pakistan only serves to increase tension 
betweefi Pakistan and India and has nothing to do with any Com- 
munist threat. 


Comment tell ‘ 

- The decision in 1954 to extend military assistance to Pakistan was 
made for compelling reasons of our national security. It oceurred 
during the period immediately following the Korean war when the 
threat of further Soviet encroachment against ‘the free world, par- 
ticularly in the Middle East, appeared imminent. We announced 
our mutual defense assistance agreement with Pakistan in February 
1954 immediately after, and in direct. response to, the conclusion of a 
mutual defense agreement between Pakistan and Turkey which 
represented the initial step toward establishment of a “northern'tier” 
of free Middle East. countries as a buttress against Soviet aggression. 
This ‘northern tier’ concept was eventually given concrete form in 
the Baghdad Pact. We believe the pact‘to be an important element 
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in free world security and deserving of our strong support., Our 
military aid to Pakistan is provided in this context. 

Our decision to grant military assistance to Pakistan was, of course, 
in no way direeted against India. Before announcing this decision, 
President Eisenhower on February 24, 1954, sent to Prime Minister 
Nehru of India written assurances to that effect which included the 
following statement: 

What we are proposing to do, and what Pakistan is agreeing to, is not directed 
in any way against India. And I am confirming publicly that if our aid to any - 
country, including Pakistan, is misused and directed against another in aggression. 
I will undertake immediately, in accordance with my constitutional authority, 
appropriate action both within and without the U.N. to thwart such aggression. 
I believe that the Pakistan-Turkey collaboration agreement which is being 
diemasned is sound evidence of the defensive purposes which both countries have 

mina, 

These assurances to India have been repeated on several occasions. 
in the intervening period. 

_ With regard. to the contention that U.S, military assistance to 

Pakistan has foreed the Government of India to spend large sums, 
including substantial expenditure of foreign exchange, for the purchase 

of military equipment, you are undoubtedly aware of the counter- 

argument advanced by Pakistanis that the large amounts of economic 
assistance which we ) ome given to the Government of India have 

enabled the latter Government to divert more of its own resources to- 
the purchase of armaments than it would have done in the-absence.. 
of any U.S. aid to India. 

Neither the Indian nor the Pakistani claims can be either proved or 
disproved. It is reasonable to assume that, with or without assis- 
tance from friendly countries including the United States, the Govern- 
ments of India and Pakistan would have taken whatever steps they 
considered to be necessary to insure their respective national security. 
In view of the tensions which have existed between the two countries. 
since they achieved independence in 1947, it is popular in both coun- 
tries to claim that. the national security of each country is primarily 
threatened by the other. There also exist threats to the security of 
both from outside the area, threats which certainly influence the two. 
Governments ‘in their defense planning. 


Statement 


_ “There are more millionaires per capita in Lebanon than there are: 
in the United States, yet we recently sent that country $28 million.”’ 


Comment 


Although no precise information is available to us on the number of 
millionaires in Lebanon, it has been recognized from the outset of the 
program there that the existence side by side of affluence and poverty 
is @ major problem. Recognition of this problem and ICA assistance 
in dealing with it have already been pointed out to the Congress in 
the presentation book for the region which includes the following 
statement: 


One of Lebanon’s key problems has been the sharply unequal distribution of 
the high average national income, Since its inception in 1952, U.S. assistance to 
Lebanon has been directed toward technical assistance in fields vital to the coun- 
try’s economic and social development, with emphasis on activities which would 
improve the living standards of the rural population. Potable water programs, 
highway, construction, and. rural electrification, to which special assistance.has 
been directed, are also designed to promote economic balance and stability. 


CRITICISMS OF THE FOREIGN AID PROGRAM, 81 


The period referred to as “‘recently”’ in the question evidently is the 
current, fiscal year and the 2 fiscal years preceding it. ICA aid for 
this 3-year period, as shown in detail in the following table, totals 


$28.4 million. 
{In millions of dollars} 


Develop- 

Fiseal year Technical Total 

cooperation | ance (spec 
assistance) 


$1 
12.5 1 


1 


1.6 
1.3 


It will be noted from the table above that, except for a continuing 
technical cooperation program of modest proportions, nearly all of the 
aid was in special assistance (or its predecessor, development. assist-- 
ance) in fiscal year 1957 and fiscal year 1959. In each case, this aid 
was due to special circumstances—the Suez crisis in the first case and. 
the. civil strife in Lebanon during the present fiscal year—special 
circumstances, which it may be hoped will not be recurring. 

In fiscal year 1957, as a result. of the. Suez crisis and the unrest in. 
the Middle East, Congress passed the Middle East doctrine; Lebanon 
was the first country to accept the doctrine. Ambassador Richards, 
as a part.of his mission:to the. whole area, visited. Lebanon and.¢om- 
mitted $10 million of development, assistance for nonproject. type aid. 
These funds were spent for the procurement of vitally aes com- 
modities for the construction of Lebanon’s priority development 
eh at om such as village water supply, rural power transmission and. 

ighway construction. 

n fiscal year 1958, Lebanon’s internal security situation had 
adually worsened. Actual armed strife broke out in Lebanon on 
Aay 10, 1958, and continued through October 15, 1958. 

e President of the United States declared that the U.S. Govern-. 
ment would assist Lebanon to maintain its independence and integrity 
and as.a result U.S. Armed.Forees were sent to Lebanon in July 1958. 
and remained: in Lebanon until the last of October. During this. 
period of civil strife, all business and services in Lebanon came to a 
standstill, taxes could not be collected, Government receipts and 
revenues fell sharply, and Lebanon had inadequate funds to pay its 
civil servants and carry on its regular Government functions. To 
aid in this special situation, $12.5 million was given to Lebanon in the 
first half of fiscal year 1959 for budgetary support to finance, regular 
budgetary requirements until the country could get on its feet again. 
Statement 

Did the ICA finance the construction of a $128,000 cowbarn in 
Lebanon to demonstrate to farmers living on $100 or less a year what 
they should provide themselves with in the way of cowbarns? 
Comment 

We believe this question refers to an animal husbandry project at. 
the Lebanese Government agricultural demonstration and experi- 


mental farm at. Terbol. This project, to which the United States. 
and Lebanon both contributed, included (1) a dairy barn, cattle shed, 
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fence, upright silo, trench silo, and barnyard, for which the United 
States contributed $50,269 and the Lebanese Government the equiva- 
lent of $48,000, and (2) the importation of farm equipment and of 
purebred Holstein cattle for upbreeding the local strain. ‘The aggre- 
ate U.S. contribution to this project was $99,934; the Lebanese 
vernment contributed the equivalent of $86,000 for its aggregate 
contribution to the project. 

The animal husbandry demonstration has been effective in reaching 
Lebanese farmers, who have adopted new practices, been helped to 
improve their stock and now have increased production, and are able 
to serve the existing market. In 1952, before this program began, 
there was one small dairy and one small milk plant in Lebanon... By 
mid-1957, there were 6 privately owned and financed pasteurizing 
— in the Beirut area, and the number of commercial dairy herds 

as increased from 2 in 1952 to 15 in 1958. By 1958, purebred Hol- 
stein cows in Lebanon had increased eightfold, and there were an 
additional 5,000 Holstein crossbred cows and heifers on private farms. 
The milk yield of the crossbred cows is more than double that of the 
original native breed. 

-The animal husban demonstration at Terbol has not only 
affected the practices of large farmers who can adopt the most 
advanced construction and equipment; its most widespread impact 
has been among small farmers who have profited from the upbreeding 
of their cattle. Adopting practices demonstrated at the Terbol-farm, 
small farmers have improved forage and have introduced the feeding 
of silage-and trench silos. For example, in 3 years the village of 
Anjar, where most of the production is from small farms with 1 to 5 
cows, increased its daily milk shipments to Beirut from 70 pounds 
to 24 tons per day. 


. “We are paying to make over the desert in southwest Afghanistan. 
One drawback is the lack of water thereabouts and another is that 
the wandering Nomads in the Helmand. Valley are not interested in 
making their desert bloom.” ley 

~ What is here described as a desert is in fact the basin of the Helmand 
River; potentially the most important irrigated farm area in Afghan- 
istan. In the 1,800 square mile Helmand Valley, 880,000 acres are 
judged to be irrigable and cultivable. Of these only 250,000 acres 
are now utider cultivation. 3 

_ The irrigation potential of the valley has been actively retognized 
by the Royal Government of Afghanistan since 1937, when it first 
employed engineers from Japan to construct irrigation canals. U.S. 
Government support of the development project dates to 1950, when 
the Export-Import:Bank made a loan to finance.the costs of hiring 
an American construction firm to build flood-control reservoirs as well 
as two dams. t 

Both dams were completed in 1952 with a live storage ca acity of 
nearly 2 million acre-feet. The direction of ICA assistance has since 


turned to land leveling; repair and construction of additional irriga- 
tion and drainage facilities, operations and maintenance of the irri- 
gation system, and development of power, generation, and distribu- 
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Aateport;;: preparedoin 1956, by, private; firm-of consultants,..the 
Tudor Engineering Co., has been used.as the-basis,for ICA operations 
in the Helmand Valley. According to this 1956.report,) the mrigation 
system had at :that time, produced, an estimated average additional 
gross income of nearly $10, million yearly... The, Tudor Co. engineers 
predicted that the program. as proposed in, their report could result 
in an additional gross annual income of $24 million within 6 years. 

Any agricultural rehabilitation program involving education in agri- 
culture techniques and land-use methods must be a long-range one. 
The educational level of the Afghans is extremely low, and the nomadic 

laridless peoples of the country have endured under a particular! 
low standard of living. The desire of thesé péoples for land ‘whic 
they can till has been demonstrated in the Helmand Valley by the 
pe arrival of many groups of nomads. Many of these familiés 

ave been allotted land and settled before the Government of Afghan- 
istan was able to develop an education-extension system to helpethem 
utilize the land andthe irrigation water. While the agricultural aspect 
of Helmand Valley development is not progressing as rapidly as the 
engineering effort, it does not seem reasonable forthe writer of this 
article to.confuse,lack of knowledge of ways.of improving life witha 

“In Nepal, where communication heretofore was by drumbeat only, 
we are paying for the installation of 1,500 telephones.” | 

The implication of the statement seems to be that because a country 
has primitive communications it should continue to have them and 
should not have anything better. If this is the policy of Mr. Castle, 
it differs from that. of- the U.S. Government- toward the friendly 
people of Nepal. “honed? 

ese people ‘are no longer content to live in the: past century. 
Though the communications system in Nepal is net as primitive as 
the statement implies, it is true that it is backward and inadequate, 
and the people are most anxious to have it improved. | “an 

Nepal has just completed its first elections in history. They were 
a triumph for the democratic process. In reporting on them, the 
New York Times correspondent wrote (issue of February 15; 1959): 
“Much of the country is passable only on foot and internal eommu- 
nications are so precarious that the Government called on the Indian 
and British Armies to sendin a signals detachment that could flash 
returns to Katmandu by wireless.’ 

Nepal, located next to Tibet now under .the strict military control 
of Communist China, is a buffer area important to the free world as 
a guard against further Communist encroachments in southeast Asia. 

_We have therefore undertaken a project: which is intended. to-pro- 
vide Nepal with an adequate, dependable, and efficient telecommuni- 
cations system linking together its 32 political districts and providing 
a radiotelephone link to Delhi and Ealeutta. One element of. the 
program is to install a telephone system with a capacity of 1,000 lines 
in Katmandu, the politica 

The project cost is $1,500,000. The source of funds is the MSP 

_Asian economic development fund. The contractor is Cook Electric 
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Co. of Chicago. Work is. ing satisfactorily and the estimated 
date of completion is now January 1961. ; 

The aim of the is not to provide a few 
luxuries or playthings for the well-to-do few in a hitherto backward 
nation, but to'keep our own defenses strong in the world battle against 
an enemy which is ever ready to gain a strategic foothold. 

It has been alleged that we gave India $1,539,000 worth of prefabri- 
cated steel to erect grain silos and warehouses in 1954. Meanwhile 
ICA approved a gift of an additional $4 million for 600 more ware- 
houses in spite of the fact that the Indians had not gotten around to 
.putting up the original buildings. Is this.correct? If so, should 
we hawe given more warehouses when those already furnished had 
not been utilized? 

Comment 

The original agreement to provide two silos and 50 prefab grain 
warehouses was seed jn 1954. ‘These ‘52 units wer: delivered over 
the period September 1955 ‘to February 1956. ‘When the additional 
$4 million for grain storage units was agreed upon a few months later 
in April 1956, in anticipation of a large Public Law 480 grain import 
program, it was not apparent that Government of India plans for 
erection of the first 52.unitswouldleg, 
to the additional $4 million agreement; ICA 
‘specifically asked its mission for “evidence of progress in erection of 
‘structures previously authorized.’”’ The mission, betore the second 
‘agreement was signed, replied ‘that it had a “firm understanding * * * 

that project willbe implemented rapidly.” 

Thereafter two factors delayed implementation: (1) Indien harvests 
did not ‘maintain ‘their 1954 ‘level and grain consumption rates in- 
creased, making grain storage a less urgent avon for the Indian 
‘Government and requiring relocation of the planned storage ‘facilities 
‘from the interior to posts ‘to handle'inereased imports; (2) a’variety of 
problems in erecting ‘the units (site acquisition, loeating ‘the prefab 
warehouses at storage centers where wind pressures would not too 
great, the new and:complicated work required on the silos) continued 
‘to crop up. 

Because ‘‘the assurances upon which the project was first approved 
have not been borne out ‘by performance” the agreement for $4 
million in additional storage facilities was canceled |in 1957. 

A reéent progress“réport indicates that one of the. two ‘silos is in 
operation and construction is underway on ‘the second silo. ‘Forty- 

‘five of the 50 prefab’ buildings ‘have ‘been erected. The 18 lecated at 
Avandi have ‘been ‘in-use for 6 months:and ‘the. use of 27 ‘at:Goshin is 
pending ‘completion ‘of access rail and road sidings. Construction is 
underway on the remaining ‘five prefabs at'Goshin. 
Statement 
The U.S. foreign aid .administrators are planning to use $100 
million to help retire the Greek national debt. | 
Comment 

This statement is’based-on a misunderstanding. No'U.S.funds are 
involved. "The proposal is for legislative authority to ‘allow Greece 
to use a bookkeeping account of Greek drachmae credited to the 
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Greek Government to offset a bookkeeping debit of the Greek Govern- 
ment to the Greek Central Bank and another similar debit. 

The drachma credit to the Greek Government arose from aid 
transactions under the Marshall plan and later, When the United 
States provides commodities to a foreign country as grant aid that 
eountry is réquired to deposit into a special account an amount of its 
“Own currency equivalent in value to, the commodities furnished. 
These local currency deposits are called counterpart funds. 

Counterpart funds, with the exception of a small amount set aside 
for U:S. uses, are the property of the foreign government concerned. 
Nevertheless, by agreement between the United States and the other 
government, they may be used only to further the ae of the 
mutual security program, and their use for specific expenditures 
must be agreed upon by both governments. ' 

A counterpart account was established in Greece at the beginning 
‘of the Marshall plan and has continued to exist until the present. time. 
The use of the counterpart account has been the subject of continuous 
discussion between the two governments as contemplated by the 


legislation. 

as put the matter into perspective, it is useful to recall the Pe 
‘covering the use of counterpart funds in the days of the Marshall plan 
when aid to Greece was very substantial. The question of counterpart 
uses was considered at some length by the Congress, and in particular 
by theSenate Foreign Relations Committee, during that period. In 
its Report No. 935 (30th Cong., 2d sess.) the committee recorded its 
view that appropriate uses of these funds would include: 

(a) Immobilization of the local currency, in whole or in part, to assist in 
‘measures of financial reform and currency stabilization; 

(b) Use for rétiring the national debt so as to promote the most rapid achieve- 
ment of financial stability; * * * 

The Greek Government was at that time confronted with the 
extremely difficult problem of reconstructing and country 
and an economy ravaged by invasion and civil strife, It was com- 
pelled to make very heavy expenditures of Greek currency, which in 
turn led to serious inflation. The effort of the United States through- 
out this period was directed toward support of Greek efforts to restore 
sound economic and financial conditions. In this connection, the 
ability of the U.S. Government representatives to control the expendi- 
ture of counterpart funds, thereby immobilizing or sterilizing large 
amounits, was one of the-most useful devices to preelude more serious 
inflationary pressure. Thus; sterilization of a considerable portion of 
pe nap funds was an important factor in restoring eeonomie 
‘stability. 

_ It had been originally contemplated that these sterilized counter- 
part funds might ultimately be used to retire some of the very sub- 
stantial debt incurred by the Greek Government to its central bank. 
Action to this effect. was deliberately. postponed pending further im- 
provement in the Greek fiscal situation. 

However, in 1953 Congress enacted legislation which prohibited the 
use of counterpart funds for debt retirement. This prohibition (now 
sec. 516 of the Mutual Security Act) of course did not mean, nor was 
it intended to mean, that counterpart funds should be spent for uses 
which would be con to the objectives for which aid had been 
provided. In other words, there remained a responsibility to see to it 
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thes funds would,be used promote, economic. and fiscal 
' In recognition of the.fact that release into the Greek economy of 
large amount of counterpart fynds would be unwise, the executive 
branch proposed and Congress enacted a proviso. to section 516 which 
enabled the United States to reach: an agreement in 1957 with the 
Government of Greece to cancel about $115 million of Greek Govern- 
ment debts to, the, Bank of Greece. This authority. was. limited, 
however, to uery special circumstances, and is not applicable to the 
remaining counterpart, funds now under discussion. The present 
discussion is about, 3.6 billion drachmas, pani ateny to $120. million, 
which still remain: on, the, books unreleased: ,This represents about 
18 percent, of the, total of.more than 20 billion drachmas generated 
during the history of the program. . 
.,To inject this. additional amount of local currency into the. money 
supply of the Greek economy would, in the opinion of both Govern- 
ments, have, serious .inflationary consequences, It. would simply 
increase the amount of money available without, increasing in any. 
way the amount of goods or services available for purchase. The 
obvious effect would, ofcourse, be to increase prices and costs for all 
concerned, .,.Rather, than benefiting the individual Greek citizen. it 
would have directly opposite results since inflation hits first and hard- 
est. at the low income groups. 
The Greek Goyernment, itself has been, faced with considerable 
internal pressure to spend these funds but in view of the obvious 
inflationary consequences,.the Government has courageously with- 
stood these pressures and made plain, its intent to maintain this 
account as & sterilized One. .... 

This is the situation in-which the amendment-was requested. With- 
out the amendment, since both Governments are agreed that expendi- 
ture of the counterpart funds. would be. inflationary, the counterpart 
funds would continue.to be, sterilized. Such, sterilization..could con- 
tinue for several years to.come. With the amendment, the major 
portion of the funds would be used to cancel an equivalent. amount of 
the, debt which is carried on the books of the Greek Central Bank. 
This is not debt. which is owed to. individuals, nor does it constitute a 
burden on the Greek Government which must be retired at some 
future date from,current revenue. ‘This use, is, of course; neither 
inflationary nor deflationary.since it merely. amounts to a cancella- 
tion of a nominal government.asset and an equivalent nominal govern- 

It has been reported that 200 plows and large numbers of tractors 
have been rusting away in Ethiopia and at the same time the United 
States ia purchasing more plows and tractors for Ethiopia. Is this 


Comment 

This statement is an exaggeration. 
Stocks of agricultural equipment were left in Ethiopia by UNRRA 

and by the Italians when ihe itish ‘drove them:out 1941, including 


Swe and tractors. It was apparent to oun mission, when it was estab- 
ished in 1952 and ‘was confronted with the deplorably primitive situa- 
tion which existed in agriculture. that all possible use should be made 
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of that'equipment. Much of it, however; was entirely unsuitable for 
Ethiopian conditions. Moreover, it was in such poor condition, 
through mismanagement, lack of repair, and inadequate storage 
facilities, that it was unusable. To put it to use involved major and 
arduous efforts, including rehabilitation of the equipment, the training 
and supervision of Ethiopians for that purpose, impressing Ethiopian 
farmers with the disadvantages of their primitive methods and teach- 
ing them to use the rehabilitated equipment. This task was one of 
the first to which the mission devoted its efforts. It called for cooper- 
ative United States and Ethiopian efforts, for which a joint Ethiopian- 
United States machinery pool project was established in 1953. By 
1954, this project was well underway. Ys 

Success in these cooperative project efforts for improvement in the 
field of Ethiopian agriculture could not be achieved, however, without 
the gare of a small amount of new equipment. Seven small- 
wheel tractors for experimental station work, two disk plows, and one 
erawler-type tractor were needed. These were acquired, not entirely 
with U.S. funds but by the joint fund, the Ethiopian Government 
making substantial contributions to defray the cost. There have been 
no direct U.S. purchases of either plows or tractors for Ethiopia 
wholly with U.S. dollars. 

Since late 1957, a total of 335 small plows has been manufactured 
from old plow shares and. handles imported 12 years ago by UNRRA. 
These and other implements were demonstrated at five field days in 
1958 resulting in sale of 110 plows and other implements to private 
farmers. In addition, 44 tractors, threshing machines, and other 
units of heavy equipment have been rebuilt or repaired and put to use. 


Statement 


“In 1954, we injected $12 million into the economy of the Bolivian 
Government through the mutual security program. Today, 5 years 
and more than $128 million later, Bolivia is in far worse shape than 
when the aid program was launched.” 


Comment 


For the period fiscal year 1953 through fiscal year 1959, cumulative 
obligations for U.S. assistance to Bolivia total $137.3 million. This 
includes $19.1 million for technical cooperation, $93 million for eco- 
nomic assistance, and $25.2 million for Public Law 480-type assistance. 

The decision to provide large-scale. aid to Bolivia followed the pro- 
found social revolution of 1952 which left the Cie economic 
situation on the verge of chaos. The main object of U.S. emergency 
assistance was to soften the effects of the economic crisis, to avert 
further upheaval, and to alleviate the suffereings of the Bolivian people 
which threatened to become extreme because of 3 years of serious 
droughts that. began. in 1953.. The postwar inflationary trend in 
Bolivia became acute during this period, reaching almost runaway 
proportions. At the end of 1956 the Bolivian Government embarked 
on a program of economic stabilization with the help of the U.S. Gov- 
ernment and the International Monetary Fund, 


The initial results of the stabilization program have been good. 
The increase in agricultural production is reflected in the progressive 
reduction of emergency food shipments; relative exchange and price 
stability has been achieved; fiscal..balance has been approximated; 
and foreign investors have shown increased interest in petroleum and 
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other investments in Bolivia. Although difficulties developed in the 
last half of 1958, in large.part due to the weakening of the world 
market for opllaienenaaineies: the International Monetary Fund has 
recently renewed its standby agreement. 
Statement 

Do we give any economic assistance to the Dominican Republic? 
Comment 


The only nenmilitary assistance now given to the Dominican 
Republic is a small technieal cooperation program in rural and voca- 
tional education, which is designed to improve educational institutions, 
training methods, and teaching staffs. It is carried out through a 
joint servicio which is staffed by 10 U.S. technicians and over 100 

ominican technicians and employees. Of the joint funds con- 
tributed to the servicio, the Dominican Republic contributes $2 for 
each dollar contributed by the United States. 

In addition to the program now in existence, there was a small 
technical cooperation cooperative health program from 1944 to 1948 
and a technical cooperation cooperative agriculture program from 
1952 to 1956. Beginning with fiscal year 1952, the following figures 
represent the total amounts expended each year for all technical 
cooperation assistance to the Dominican Republic: 


336, v00 1959 (to Mar. 31, 1959)_ 124, 000 
Statement 


Latin America has received a disproportionately small share of 
total mutual security program funds. 


Comment 


Because of a widespread misunderstanding of the mutual security 
prog’am, many Latin Americans believe that their countries have not 
obtained a fair share of the assistance provaded under that program. 

_ A major part of the assistance under the program is for the provision 
of military assistance to countries exposed to the menace of Communist 
aggression and of defense.support to certain of these countries which 
cannot sustain the necessary military establishment without economic 
aid. In fiscal year 1958 mili assistance accounted for approxi- 
mately 55 percent of total mutual security pro, funds and defense. 
support for an additional 23 percent, principally in such countries as 
Korea, Vietnam, Turkey, and" Taiwan. Thus only 22 percent of the 
total remained for other ane such as programs of technical 
cooperation and other developmental programs. — 

In view of the large percen of mutual security m funds 
devoted to military assistance and defense support, the Latin American 


portion of total funds is small, about 3 percent. However, its share of 


programs concerned with economic development is substantially 


greater. For example, Latin America received about 21 percent of 


total technical cooperation funds. 
The criteria for the provision of economic development assistance 
provided under the mutual security program include concern with 


such factors as the level of per capita national income, the stage of 


Fiscal vear: Amount expended | Fiscal year: Amount erpended 
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development reached, the volume of investment, It is in the light of 
these criteria and an awareness of the relatively rapid rate of develop-: 
ment in‘Latin America in recent years;.the 
the substantial flow of private investment as well as loans from: 
private and international banking institutions, that the proportion of 
total mutual security program assistance directed to Latin iea is. 
relatively small. 

The measure of the attention paid to Latin America is not found 
however, in the percentages of mutual security programs and con- 
Aa ws appropriations which flow to -this area, but rather in the 

ow of trade and investment which represent a sound and longer 
lasting interest. In recent years U.S. trade with Latin America has. 
been greater than that with any other area.in the world except Western 
Europe. The value of U.S. merchandise trade with the 20 American 
Republics has increased the last 2 years to record highs. In 1957 
exports amounted to $4.7 billion and imports were valued at $3.8 
billion. In the field of investment, more than one-third of our direct 

rivate investment is in Latin America. The book value of these 
investments has grown from $3 billion in 1946 to over $8 billion today. 
The Export-Import Bank authorized loans to Latin America in 1956 
and 1957 totaled $660 million, and over the past 10 years authorized 
loans totaled over $2 billion to this area. Six hundred and seventy- 
eight million dollars or 22 percent of all the loans made by the Inter- 
national Bank for Reconstruction and Development between May 
1947 and June 30, 1957 were to Latin America. All of the above is 
exclusive of stabilization standby credits extended to Latin American 
countries by the International Monetary Fund, the U.S. Government, 
and private U.S. banks, the current outstanding total of which; 
amounts to nearly $460 million. In addition, as of April of this year,. 
the United States had sold U.S. surplus agricultural commodities to. 
Latin American countries with a market vahio of almost $358 million ; 
$269 million of the local currency proceeds of these sales are scheduled 
for loaning back to Latin America, and this excludes an additional 
$41 million of surplus icultural commodities shipped to Latin 
America under title II of Public Law 480 and $36 million by the 
voluntary agencies under title III. 

The United States is well aware of and sympathetic to Latin Ameri- 
can economic problems and believes that its effort to help its southern 
neighbors in meeting their legitimate needs and aspirations is not one 
of which to be ashamed. 

Statement 


“Our Marshall planners have put Africa in the ¢offee business only 
to depress prices in Latin America and worsen our relations with our 
neighbors to the south.” 

Comment 


These statements are not supported by the facts. 

The mutual security program’s only activities on coffee in Africa 
to date have been entirely technical assistance in nature and modest 
in extent, and have taken place in only two coumtries, Ethiopia and 
Liberia. In Ethiopia there has been a small cooperative project since 
1954, in part for the purpose of assisting in the improvement of their 
agronomic practices but particularly to demonstrate better methods 
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of cleaning and drying the beans. » In Liberia, coffee seedlings*have 
been distributed to small farmers; along with other types of plants, 
as part of the cooperative agricultural extension project. -There has 


been no inerease in the quantity of coffee in world trade attributable 


to these activities and no depressing effect on Latin American prices 
and-no worsening of relations with our neighbors to the south, 
Statement 


“It was recentl leaked out of Washington that mutual security 


funds were shamefully wasted to provide 44 tires for every vehicle in 
a foreign military motor pool.” 
Comment 

This statement was not leaked nor concealed in any way. The 
report of the House Foreign Affairs Committee Subcommittee for Re- 
view of the Mutual Security Programs, dated February 15, 1959, said: 


Records in 1 motor pool showed that.enough tires were supplied during a period 
of a year to make 44 tires available for each truck. 


The statement as to overstocking of tires in the particular motor 
listrue. However, corrective action had been taken by the admin- 


istrators of the military assistance program even before the report was 


issued. 

Tires are now issued by serial number, and units having excessive 
tire consumption rates are reported to higher military headquarters, 
Consumption factors in programing have been reduced, and criminal 
investigations have been initia by the local military counter- 
intelligence department on more flagrant instances of apparent over- 
jssue. 


Statement 

“Foreign aid millions appropriated for military construction over- 
seas time and again have been diverted to the building of modern 
apartment houses for foreign civilians.” ' 


Comment 


‘This is a grossly distorted overstatement by Mr. Castle of an in- 
stance in a single country which was reported by the Subcommittee 
for Review of the Mutual Security Programs of: the House Foreign 
Affairs Committee. wr 

The report referred to the diversion in a single Far Eastern country 
not of “aid millions’ but of materials and equipment supplied for 
military construction. Some cement was in fact found to have been 
diverted to a civilian public housing project. 

Remedial action has been taken by the U.S. Government with the 
highest officials of the foreign government concerned. 


Statement 

“In still another example of uncontrolled waste, millions were 
spent to buy private airplanes for foreign military officers.” 7 
Comment 
This is another®xample of exaggeration and misinterpretation. 


A recent interim report of the Subcommittee for Review of the Mutual 
Security Programs of the House Foreign Affairs Committee said : 
*“An ‘installation equipped to rebuild and maintain military materiel was found’ 


to be engaged in the manufacture of airplanes for the personal use of certain 
officers of the national armed forces. 
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The episode occurred in one country 0 No ‘millions’ were 
involved and no airplanes were bought. What happened was that 
the navy of the country concerned included siateeln and support 
of several aircraft for the navy in the regular budget of the country in 
accordance with the law of the country and in the currency of the 
count This construction was contrary to the recommendation 
of the U.S. advisers. It was discovered and action was taken to stop 
it. It was in fact stopped in October 1958. There is no known 
intention to produce additional aircraft. . 


Statement 
‘A small country that the ICA refuses to identify received enough 
ammunition to last its limited military establishment for 185 years.” 


Comment 

This statement refers to the military assistance program, and, thus, 
it does not apply to ICA. The statement is another unlimited distor- 
tion. It is apparently based upon the following statement in the 
interim report of the Subcommittee for Review of the Mutual ovine 
Programs of the House Foreign Affairs Committee: 

A supply of a particular ammunition item adequate for 185 years was reported 
in one installation. 

What happened was that in a Far Eastern country with large mili- 

forces there was found a single instance at a single military 
training school a storage of enough units of a single kind of ammunition 
to equal 185 times the amount of that kind of ammunition used for 
training at that school in the past year. 

This is what Mr. Castle has blown into the statement that the 
country “had received enough ammunition” (impliedly of all kinds) 
“to ee its” (impliedly entire) ‘military establishment for 185 years.’ 

The fact is that in that country the general ammunition level is 
not amity and in some instances is below the authorized and desirable 
eve 
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The following statement appears in a box at the head of the article 
by Mr. Eugene W. Castle on “Foreign Aid Follies of 1959” in the 
American Mercury for July 1959: 

“The United States cannot be an Atlas, it cannot by its financial 
sacrifices ¢ all other nations of the world on its own shoulders, 
and we should stop giveaway President Dwicut D. 
EisenHOwER (speech before the Nation’s editors, June 23, 1954), 


Comment 


This is indeed a partial quotation from the remarks of the President 
to the National Editorial Association, June 22, 1954. But while it 
is presented as an affirmative statement by the President, he actually 
used it as a quotation of a statement often made to him (along, with 
certain other statements) which if — would lead to friendly 
nations falling under Communist control. 

The President was talking about what he referred to as the fact 
that ‘‘a half truth cannot make yan half free.’”’ He then said he would 
talk about “four types of truths, or facts, that are brought to my 
attention constantly, each of which has its own elements of truth, 
but each of which, taken by itself, does not represent in any degree the 
advancement of the welfare of the United States of America.’”’ [Italic 
added.] He then. used the statement:quoted by Mr, Castle as the 


first. of four statements which he-described, as often repeated to him. . 


The President then applied these statements to a real situation—a 
Far Eastern country whose survival and strength is important to the 
United States. 

He concluded that if we follow these statements so often made to him, 
that nation which is so important to us ‘is going to the Communists.”’ 
[Italic added.] 


Statement 


“Dillon has not relied so much on caviar parties and talkfests, a la 
Johnston, to force his program through Congress. Instead, he is 
stressing the printed word. His first prize exhibit is a 153-page 
pamphlet, printed on fine paper in blue and black, which has been 
delivered to every Representative and Senator. Its value as a guide 
to political action is indicated by the fact that its preface even distorts 
American history to make a case for nonstop foreign aid. Here is 
the passage: 

““*This Nation was founded, not so much for the purpose of gaining 

‘safety and material prosperity, but more to build a nation based on 
ideals which our founders believed ultimately would achieve worldwide 

“Of course, no such ideas ever actuated the bold men who crossed the 
Atlantic. ‘Safety and material prosperity’ were their acknowledged 
objectives. So far from seeking ‘worldwide acceptance’ of their 
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olitical ideas, the Founding Fathers were sublimely indifferent, to 
Id World judgments. _ 

“Mr. Dillon's writers, in producing such a pamphlet, have deliber- 
ately belied the American spirit. They have repudiated the magnifi- 
cent, self-sufficiency which permeates Washington’s farewell message. 
This is characteristic of the intellectual tone to which the current 
foreign aid debate has now degenerated.” 


Comment 


At the time the President sent his mutual security message to the 
Congress, Mr. Douglas Dillon, Under Secretary of State for Economic 
Affairs, sent to each Member of the Congress an unclassified infor- 
mative pamphlet, explaining at some length the major elements in the 
program proposed by the President. The above quotation is a part 
of a statement in this pamphlet setting out the historic background 
of the great American ideal of the freedom of mankind. The full 
statement is as follows: 


‘Tue Issue+~-Tue ADEQUACY OF THE AMERICAN RESPONSE 


This Nation was founded not so much for the purpose of gaining safety or 
material prosperity, but more to build a nation based on ideals which our founders 
believed ultimately would achieve worldwide acceptance. The Declaration of 
Independence expressed these ideals which,’ to quote Abraham Lincoln, mean 
“hope for the world for all future time.” hus, 1776 marks a turning point in 
the history of world civilization, the start of “the great American experiment.” 
Our cause then was, and remains, in the words of Benjamin Franklin, “‘the cause 
of all mankind.” . 

The creativeness and faith of these pioneers and of succeeding generations 
not only in the United States but also in many other countries, have Been rewarded 
with great successes despite many difficulties and two World Wars. Today, 
approximately 1 billion people are living and progressing under democracy. 

owever, these ideals are now under such test and attack in this present 
’ historic era of change that our civilization could easily disappear. ' 

The issue before us is the adequacy of the American response. It will deter- 
mine for generations to come whether our peoples, as well as other free peoples 
will enjoy the blessings of liberty, peace, and progress, or start upon the downward 
slope that leads. to increasing encirclement and ultimate war or subjugation and 
destruction of our democratic heritage. ; 


Statement 


“The Fairless Committee, which was appointed by the President in 
1957 to evaluate the foreign aid program, adversely criticized the con- 
cept of the Development Loan Fund and soft currency loans.” 


Comment 


The Fairless Committee did indeed criticize soft currency loans, 
though not the concept of the Development Loan Fund. The execu- 
tive branch gave serious consideration to these recommendations of the 
Fairless Committee, but concluded that, notwithstanding certain 
dangers to our future relations from the accumulation of inconvertible 
currencies, the use of loans repayable in soft currencies should be 
continued. 

Less developed countries can look to the Export-Import Bank and 
the International Bank for development capital, and substantial sums 
are being made available by these banking institutions. However, 
loans by these institutions must be repaid in “hard” currency. Many 
projects sound in conception and basic for growth cannot be financed 

y these banks because of the limited capacity of the borrowers to 
repay in foreign exchange. If the Development Loan Fund and the 
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ICA were to require dollars in repayment, even with more liberal 


interest and amortization arrangements, they would in effect mortgage’ 


a portion of the borrowers’ future dollar earnings and reduce thereb 

the amounts that the established banks would be prepared to lend. 
The purpose of mutual erway is to supplement, not substitute 
for, lending by the existing banks. Since the established banks are not 
deterred from lending to countries whose repayment obligations are in 
local currency, the Tosins of loans repayable in the currency of the 
ah ig is better suited to the purpose of the Development Loan 

und. 

The establishment of the Development Loan Fund itself in 1957 
was one of the most constructive measures taken within the last few 
years to make our aid program more effective. _. 

For several years prior to the establishment of the Development 
Loan Fund, we had been providing assistance for development through 
the mutual security program. After an intensive study of the foreign 
aid program by the Congress and the executive branch, it was con- 
cluded that a separate loan fund, the Development Loan Fund, was 
needed for three major reasons: (1) To provide continuity in develop- 
ment assistance; (2) to stimulate less developed countries to better 
performance; and (3) to separate development assistance from aid for 
other Pakpaees with which it had been commingled and confused. 

(1) Economic development is a long-term process. It is not an 
annual event. If development is to most useful, it should be 

rovided on a sustained basis that reflects the long-term nature of the 
job to be done. 

(2) Development assistance should be a catalyst; it should stimulate 
countries to better performance. Under DLF procedures, no advance 
country allocations are made. A country receives DLF assistance 
to finance specific projects of a development character only cn a show- 
ing that the project is sound, that financing is not availab!<c from other 
sources, private or wen. and that the aid can be effectively used. 

(3) It was thought desirable to separate funds intended to fulfill 
the purpose of economic development of less developed countries 
from funds intended for defense support, for promoting political or 


economic stability and other purposes. Under the DLF, aid is made 


available to promote economic growth, and criteria and procedures 
suited to this purpose are applied. 

The Development Loan Fund operates like a bank. It examines 
projects on their merits to ascertain that they are economically sound, 
technically feasible and will increase productivity or productive capa- 
city in the country concerned. It lends to governments and to private 
enterprises, but only as a bank of last resort. It is authorized to 
accept repayment in local currency where repayment in dollars would 
place an undue strain on the borrowing country to repay. 


Statement 

“Tn this country we have the Export-Import Bank, which originated 
back in the depression days to finance American foreign trade. The 
Bank has departed from. this field and is now engaged in budget 
support and balance of payments loans to foreign governments.” 
Bank was established by Executive Order No. 
6581 on February 12, 1934, primarily to finance foreign trade. Its 
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present statutory authority derives from the Export-Import Bank 
Act of 1945, as amended. According to this act— é 
the objects and purpose of the Bank shall be to aid financing and to- facilitate 
exports and imports and the exchange of commodities between the United States 
or any of its Territories or insular possessions and any foreign country or the 
agencies and nationals thereof. 

The Export-Import Bank does not make loans for budget support 

urposes. It makes occasional loans to assist countries in temporary 

lance of payment difficulties. These loans, just as other loans of 
the Export-Import Bank, finance the exports of American goods. 
These balance-of-payments loans help out the receiving country in 
times of payments difficulties, usually caused by a‘drop in prices of 
primary products or other temporary disturbances. They are cor- 
respondingly instrumental in maintaining or resuming trade with the 
United States on a normal commercial basis which would otherwise 
be disrupted. Therefore these loans are fully in aecordance with the 
letter and the spirit of the law governing Export-Import Bank oper- 
ations. 

Since fiscal year 1949 through fiscal year 1958 loan authorizations 
by the Export-Import Bank (excluding medium-term exporter credits) 
totaled $5,114,072,122; of these $1,235,500,000 were balance of 
payments loans. These were provided as follows: 


Fiscal year 1950: To Argentina_.. -----.---.----.-.---------- $125, 000, 000 
Fiscal year 1952: 

Fiscal year 1958: To 300, 000, 000 
Fiscal year 1957: To United Kingdom_--_-._........----.-.----- 500, 000, 000 
Statement 


Mutual security program assistance has been provided indis- 
criminately to governments who reflect the will of and serve the 
needs of their people and those not doing so. No effort is made to 
use such aid to reward avowed friends rather than neutralist countries. 


Comment 
President Eisenhower has said: 


We have no desire or intent to subjugate or subvert other people—no purpose 
to change their chosen political, economic, or cultural patterns—no wish to make 
any of them our satellites. We seek only to further the cause of freedom and 
independence and to develop the military strength necessary to protect and 
defend it, in the interest of peace. 


If, in the implementation of our assistance programs, we were to 
attempt to dictate the form of economic policy that other countries 
should follow, our efforts would be worse than useless. Traditions 
and attitudes toward private enterprise differ in other nations and the 
leaders of those nations could be expected to resent demands for 
change of their adopted economic systems as an affront to their 
sovereignty and independence. 

To demand conformance to U.S. standards as a condition of aid 
would furnish ammunition for the Communist propaganda offensive. 
For the Communists would contrast these, strings on U.S. aid with 
their own assistance programs which do not overtly attach such 
strings and which, in fact, are being pressed most vigorously in these 
uncommitted countries whose political and economic standards often 
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differ far more from Communist standards than they do from our own. 
The Communists would pant to such conditions: as convincing 
evidence to confirm their c e that it is not the United States but 
the Soviet Union which is y seeking to build political and eco- 
nomic independence in other countries. This could seriously d ) 
our position, not only in neutralist countries, but in other newly 
independent countries. 

In short, we provide assistance to free countries not because of the 

ticular way in which their economies are currently organized, but 

cause they are free and because, if we didn’t provide this assistance, 
these nations would be more likely to lose their freedom to com- 
munism. At the same time it is our intense desire to see these 
countries move toward democratic practices, and we endeavor to 
encourage such progress. 
Statement 

“Foreign aid reflects a patronizing attitude toward foreign peoples. 
y ne sly attempt to buy their allegiance, which is presumed to be 
or sale.” 


It is not the purpose of foreign aid to buy love, friendship, or 
allegiance. These are not for odes It is the purpose of foreign aid 


to help countries maintain their independence and develop their free 
institutions. We want a world environment of freedom. 


Statement 


“After nearly 15 years of foreign aid, we are probably the most 
disliked nation in the world.” 


Comment 


_ The charge that, we are “the most disliked nation in the world’’ is a 
sweeping generalization, unsupported by any citation of evidence. 
Nor is any evidence presented to show that whatever dislike is accorded 
the United States is the result of our aid program. bdot 

The purpose of the mutual security program is not to engage in a 
popularity contest. We do not provide aid to be liked or to secure 
admiration and gratitude. The purpose of our aid is to enlarge the 
community of freemen so that America can remain a free and open 
society. 

The United States is a rich and powerful nation. As such it is in 
the traditional position of the rich man, and must expect to be the 
object of envy, resentment, and malice, as well as admiration. It is 
more veeadnatld to suppose that such dislike of the United States as 
may exist stems from envy of our position rather than from the aid 
we have rendered. It might be useful to ponder what the attitude of 
the world would be toward the United States if, rich and powerful as 
we are, we gave no heed to the needs and aspirations of others. : 


The argument is advanced that by raising living standards foreign 
aid prevents the spread of communism. Jt is a mistaken idea, however, 
that communism breeds on poverty. There is no proof that a high stand- 
ard of living is the enemy of communism.” prnast 2 fj 
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Comment 
It is indeed a mistaken idea that communism thrives on poverty. 
Communism thrives on frustration, resentment, grievance, and unrest, 
Poverty that is accepted as ordained or in the nature of things is no 
threat. It is when poverty and backwardness are no longer acceptable 
that communism has its opportunity. 

In the less developed countries today, resentment is widespread and 
deeply felt. It affects all classes: the landless laborers, the debt- 
ridden peasants, the urban unemployed, the intellectuals whose aspira- 
tions have outrun their opportunities. It is a resentment against 
economic backwardness. ese people are looking to their govern- 
ments for economic and social improvement. They no longer accept 
backwardness as ordained and in the nature of things. — If their gov- 
ernments can offer them nothing but continued stagnation, they will 
turn to others—to native totalitarians dr to the Communists—for 
solution. 

Economic progress is a very important factor in preventing the 
spread of communism. People do not seek extreme solutions in socie- 
ties where morale is high because people have hope for the future, a 
sense of opportunity, the feeling that tomorrow will be better than 
today, that their children will enjoy opportunities they themselves 
have been denied. This confidence they derive from the opening u 
of opportuitities‘as the economy grows; as they develop schools, healt 
clinics, agricultural extension services, factories, and powerplants, 
It does not matter that the progress is slow in an overall statistical 
sense. The important thing is the direction, the trend, the sense of 
forward movement. re 

Economic progress is not a cure-all. It will not guarantee peace. 
and democracy. But it can meet certain critical needs, It can pro- 
vide jobs fer the jobless and land for the landless. It can provide 
satisfactory outlets for restless intellectuals, It can help to provide 
elbow room for the accommodation of racial and religious minorities. 
It can reduce the tensions within that threaten to tear these societies. 
apart, and it can reduce the clamor for crusades against those outside. 
It can replace apathy and disaffection with hope and confidence. 

Governments that are successful in meeting the challenge of growth. 
under free institutions can secure the loyalty and support. of their 
peoples for such institutions. This is a basic rationale for the foreign. 
aid program: to help moderate governments meet the challenge of 
growth successfully. 


Statement 


“Whether or not the Soviets, with their 175 regular divisions and’ 
the world’s largest air force, intended to occupy Western Europe is 
not known. ‘Obviously Western Europe’s 21 NATO division defense, 
with insufficient air support, is not an effective war deterrent. ‘If the 
Soviets ever entertained invasion plans, one weapon alone has deterred 


them: the U.S. Strategie Air Command.” 
Comment 
The import of this statement is that NATO has been and is of little 


or no value as a deterrent to Soviet This assertion is 
completely unsupported by the views of qualified and: responsible 
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authorities and ro etre is based on the stated numerical relation- 
ship between to viet and satellite forces and NATO forces. 

e President of the United States, the Joint Chiefs of Staff, and 
the U.S. supreme commander of NATO forces, Gen, Lauris Norstad, 
do not By arg with this conclusion... The information which they have 
provided to the House Committee on Foreign Affairs demonstrates 
that NATO is an essential and valuable deterrent to Communist 
re) re and is vital to U.S. security. 

While the true plans of the Soviets at any given time cannot be 
Cie their actions just prior to the implementation of the 

ATO defense concept left very little reom for doubt as to their 
intention to expand and devour all that we would permit. Prior to 
the inception of NATO the Soviets, by various means, moved into 
Czechoslovakia, Bulgaria, Rumania, Albania, Hungary, Estonia, Lat- 
via, Lithuania, and Poland. They attempted to overpower Berlin 
and to destroy the yong oe of Turkey and Greece. Since the 
appearance of NATO, there have been no further Communist. en- 
croachments in Europe. 

‘The assertion that NATO is not an effective war deterrent cannot 
be reconciled with the increasing, almost obsessed Soviet, efforts 
to wreck the alliance. This view ignores completely the endless means 
the Soviets employ in diplomatic pressures on. individual member 
countries; in clumsy threats timed to coincide with significant NATO 
policy conferences; by suiclery and schemes to destroy the cohesion 
of the alliance and by variously garbed “peace offensives,” calculated 
to lull NATO membets into dangerous attitudes of relaxation and 
ba 7 for a Soviet new look. 

he critics are seemingly carried away by an oversimplified mathe- 
matical equation of 175 to 21 divisions. When viewed in proper 
prospective, with ramparts stretching some 30,000 miles and 360 
a to watch, the implications of these 175 divisions are quite 
ifferent. It should be noticed that in East Germany, the Soviets 
maintain 22 divisions, minus some announced reductions. These 
Soviet forces could be augmented, but NATO is equally flexible in this 
respect, if need be. Hence, it is obvious that the 175 to 21 equation 
represented in this criticism is not valid. SAC has indeed been a 
most powerful deterrent to Communist aggression, but even SAC 
cannot function with full effectiveness as a deterrent to Communist 


aggression without the oversea facilities and base support which have 


been so largely made possible by the military assistance program. 
Finally, the criticism fails to take account of the basic element of 
United States and free world strategy which bases our common security 
effort.on the principle of collective security. This principle recognizes 
that it is no y Pee possible nor is it advisable for any one nation 
to attempt,to provide all the elements and all the strength demanded 
for an effective defense against the threat of international communism. 
NATO, in fact, is but. one (although it is the most. powerful) of the free 
world collective security undertakings. Under this principle, each 
member nation contributes what it can best and most etoctively 


provide for the common defense. SAC is a part of the U.S. contribu- 
tion to the defense of Europe and the United States, but it is only 
a part. To be fully effective, SAC, as well as other defensive instru- 
ments, require the facilities and the cooperation of other allies. 
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Statement 


‘«* * * Western Europe, more prosperous than before World War 
II, is not carrying its proportionate share of the NATO defense effort.” 
“But we are carrying far more than our share.” 


Comment 


If Western Europe is more prosperous than before World War II, 
its increased prosperity is in our interest. One of the aims of U'S. 
policy after World War II was to help revitalize European economies, 
so that they could better withstand the havoc that communism every- 
where wreaks in the midst of want and economic instability. With 

ter voce paige Europe is better able to bear its proper share of the 
efense burden. 

In fact, however, the criticism is misleading as to the performance of 
Western Europe in carrying its proportionate share of the NATO 
defense burden. It is true that the economic situation in European 
countries has shown considerable improvement in recent years. “How- 
ever, their living standards and per capita gross national product still 
do not ene | approach our own. Based on official rates of exchange, 
European ah countries’ per capita gross national produet is 
approximately one-third of our own. Even if adjustments are made 
to account for most reliable estimates of comparative purchasing 

wer, the European NATO ratio would be less than one-half the 

S. per capita gross national product. 

From the beginning of the European NATO buildup through 
calendar year 1958, the United States has contributed some $14.6 
billion in military assistance to NATO countries. During the same 

eriod, these NATO countries have themselves spent over $100 

illion on-defense. NATO countries’ defense expenditures have been 
increasing during the past few years, during which period U.S. milit 
assistance to NATO was steadily diminishing. European NATO 
— expenditures for calendar year 1958 more than doubled those 
of 1950. 

The tabular comparison below shows that NATO defense expendi- 
tures have more than doubled since 1950, and that the U.S. contribu- 
tion through military assistance has gone down. Not reflected in 
tabular listings of European NATO contributions to defense are other 
real contributions of considerable value to the common defense 
effort, and at the same time involving very real sacrifice. These 
include such things as bases, base facilities, manpower, large land 
areas (in a community in which land is notably scarce), and other 
contributions. 


European NATO defense expenditures and U.S. military assistance 


[In billions of dollars} 
‘| NATO de- | U.8, military NATO de- | U.S. military 
Calendar year fense ex- assistance Calendar year fense ex- assistance 
penditures penditures 
1953 12.2 13.3 10 
1954. 11.6 2.4 
41834—59——_8 
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Statement 


. U.S. aid has permitted European countries to reduce taxes and 
thus disproportionately lighten the tax burden on their people while 
ours remains heavy. 


Comment 

1.,In most Western Euro countries the tax burden is heavier 
than in the United States. The most useful, and most readily avail- 
able, measure of ‘‘tax burden.’ is the ratio of total tax receipts to gross 
national product (GNP). It is clear from the attached table, cover- 
ing {11 European NATO countries, that in all except 3 the tax burden 
is significantly higher than in the United States; the ranking below 
highlights this relationship. 


Ratio of tax receipts to GNP, 1958 or 1958-59 


Country: Percent 


_ Also, since most Western European countries rely much more 
heavily than the United States on indirect taxes, the impact of taxes 
is proportionately more severe for the majority of the people, in lower- 
and middle-income groups. 

2. There have been no significant changes over the past several years 

in levels of tax rates in Western Europe, although a few slight. reduc- 
tions have occurred, usually in order to reduce the restrictive effect 
of earlier increases in certain selective taxes, e.g., investment taxes, 
imposed for anti-inflationary purposes. 
. 3. The tax burden, however—the ratio of tax receipts to GNP—has 
increased in most countries over the postwar period. ECE studies 
indicate that from 1950 to 1956 ‘‘broadly speaking, it seems that higher 
indirect and. direct tax burdens were associated with increases in the 
share of public expenditure, first for defense, in the years following 
the Korean war, and then for other purposes * * *”? | 

4. The attached table provides detail as to the changes in the tax 
burden over the period subsequent to 1956. In all except West Berlin 
the current ratio is higher than in 1956; for the United States, however, 
there was no increase... - - 
~»§. Compared to last year, however, the “tax burden’ declined 
slightly except in Italy, Norway, and the United Kingdom; it also 
declined in the United States. This is not surprising, of course, in 
view of the slight recession in Western European economic activity 
during 1958. Any slowing down of activity and incomes is reflected 
fin receipts from taxes levied on incomes and profits and more markedly 
in_receipts from customs duties and indirect taxes, _ 


1 Economic Bulletin for Europe, May 1958, vol. 10, No. 1, p. 25. - igi 
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Estimates of total tax receipts of all levels of Government 
{In millions of dollar equivalents] 


1955 or 1955-56 1956 or 1956-57 1957 or 1957-58 1958 or 1958-59 
Percebt Percent Percent Percent’ 
Amount | of gross| Amount | of gross | Amount | of gross} Amount | of gross 
national } national pnationall .4mational 
product, product product) .. » Repduct 
Belgium-Luxembourg 2,254| 22.8] 2,34] 220] ~ 4751) 
nmar' ea EE 961 21.6 1, 047 22.0 1, 062 21.9 
FRR. cide -dssdcosuata 12, 468 30.9 13, 700 31.1 15, 267 31.4 17, 502 31.1 
many 13. 755 32.9 14, 989 32.6 16,411 32,9 | 17,205 32.5 
ty 6, 039 26. 7 6, 678 27.6 7, 022 27.3 7, 624 28.0 
Netherlands____..-..-....... 2, 385 30.6 2, 540 30.0 3,052 33.1 3, 053 32.4 
1, 025 29. 6 1, 061 27.9 4, 28.9 1, 160 29, 2 
299 16.3 324 16.6 17.6 2340 16.7 
United Kindgom (calendar 
16, 024 29.7 16, 28.7 17, 856 28.8 18, 620 29.2 
1,149 |: 29.9 1,318 31.1 1, 491 31.9 1, 548 31.3 
Wert 515 29.3 28, 0 593 618 25.7 
United States 98, 200 24.7 | 105,600 25.2| 112,300 25.5 | 110, 200 25.2 
1 Not available, 
2 Estimated. 


“The 1-day party cost $17,000 for which $7,000 came from the 
President’s Special White House Fund and the other $10,000: was 
contributed by Nelson Rockefeller, an unquestioning foreign aid rubber 
stamp.’ 


Comment 


~ What Mr. Castle mislabels a “party” was in fact a national con- 
ference called at the request of the President of the United States to 
consider “foreign aspects of U.S. national security.” The conference 
was addressed a President Eisenhower, former President Truman, 
Mr. Adlai Stevenson, Secretary of State Dulles, Secretary of Defense 
McElroy, the Director of the Central Intelligence lassen: Mr. 
Allen W. Dulles, and the leaders of three of the Nation’s great religious 
organizations: the Reverend Edwin T. Dahlberg, president of the 
Council of Churches, Rabbi Theodore L. Adams, president National 
of the Synagogue Council of America, and Bishop Fulton J. Sheen, 
auxiliary bishop of New York: 

The conference was attended by the leaders of both parties in the 
Congress, and by 1,400 of the leaders of business, labor, agriculture, 
science, the professions and national organizations. 

--No mutual security program funds whatever were used for this 
historic conference. The total of all official expenses was less than 
$7,000. These. were paid from the fund established to cover such 
matters as White Hess conferences, the ‘‘White House special 
projects” appropriation. 

» All social aspects of the conference were financed by private con- 
tributions. 
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COMMENTS ON STATEMENTS AND INCIDENTS IN ‘“‘THE 
UGLY AMERICAN” WHICH RELATE DIRECTLY AND 


PRIMARILY TO THE INTERNATIONAL COOPERATION 


ADMINISTRATION 
The following are ICA’s comments on statements made or incidents 


described in the book “The Ugly American,” written by William J. 


Lederer and Eugene Burdick, which directly and primarily concern 
ICA and the economic assistance programs it administers. The 
comments do not undertake to deal with aspects of the book not 
dipeotly: related toICA. They are based upon shorough investigation 
through ICA field missions and through study of ICA records in 
Washington. 


Question 

In chapter 2 of “The Ugly American” there is a story of how a 
U.S. emergency shipment. of rice to relieve a famine in a fictitious 
southeast Asia country called Sarkhan was turned into Russian aid 
by Communist cleverness because “none of them [the Americans] 
could read or understand Sarkhanese and they did not know what was 


happening,’’ when a dockside clerk stenciled each bag of rice with 


an inscription in the local language, reading: ‘This rice is a gift from 
Russia.” Did this incident actually otcur? 
Answer 


The authors state in the factual epilogue that the incident as 
described in the book never occurred. However, this is one of tae 
incidents which they chose to document in the factual epilogue by 
citing as the basis for the fictional story a rumor they heard that 
local Communists in Pakistan had painted red hammers and sickles 


on American tractors. ICA has been unable to obtain any evidence 


that the alleged Pakistan incident was more than an unfounded rumor. 
The moral of the story was apparently to show that the Americans, 
because of their lack of foreign language capability, did not know 


what was going on around them. The rumored incident which the 


authors cite involved no — of ener capability since it does 
not require linguistic ability to recognize the significance of a Com- 
munist emblem painted on a tractor. 


The authors, particularly since they specifically acknowledge that 


the incident never in fact occurred, may have devised this fiction only 
to create the impression in the mind of the reader that, this type of 
incident “has happened * * * many times.” Such an impression 
would have no foundation in fact. 


Has ICA ever had an American employee overseas similar to the 
particularly offensive Joe Bing, a character in ““The Ugly American” 
described as ‘‘chief of information for the ICA in Setlaya’’? 
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Answer 


The authors state that the “models for Joe Bing and George Swift 
are not fiction.” It is not clear from this statement whether the 
authors intend to imply that there was a single individual who was 
the model for Joe Bing, or whether Joe Bing was a composite made up 
from the traits of a number of individuals. ECA has checked carefully 
and has been unable to identify a present or former employee who 
resembles Joe Bing. 

It. is interesting. to note, however, that. a well-known Burmese 
journalist, who is generally considered to be the prototype of Ruth 

yoti (a southeast Asian journalist in the book), when asked if she 
could identify any actual person as the model for Joe Bing, replied: 
“No. I have known no such person. In talking with one of the 
authors I discussed some of the characteristics of various Americans 
which I considered objectionable. He apparently put all these traits 
into one person.” added.] 

Thus, it is probable that Joe Bing is a composite of the unfortunate 
personality traits of many people which the authors wrapped up into 
one bundle for his impact value.» Such a character may have impact 
from the standpoint of an author of fiction seeking to stir his audience. 
But from the standpoint of fact rather than fiction, ICA has found no 
such individual on its rolls; and there is no evidence that this type of 
an individual can be found among. the oversea personnel of ICA or 
of other Government agencies. It would be most unfortunate if 


this book, whether intentionally or not, were to convey an impression: 


to the contrary. — 

It should be pointed out that ICA, like other Government agencies 
employing personnel overseas, applies especially rigorous standards 
for the selection and retention of personnel for such positions, including 
regular intensive evaluations of performance and capabilities and re- 
view by a panel of senior officials. Thus ICA has a personnel system 
which has been carefully designed to prevent the selection or retention 
of individuals unsuited for oversea service and. believes this system 
is a highly effective one. 


Question 

Shouldn’t the importance of representing the United States abroad 
in a responsible way be stressed in the indoctrination of ICA personnel 
for oversea duty? 


Answer 
Yes. It ds stressed in the indoctrination of oversea personnel. 
ICA and: its predecessor agencies have been long and constantly 
aware of this vital aspect of our program, as attested to by the follow- 
ing excerpt from the “ICA Employee Handbook” published several 
years before ‘““The Ugly American”’: 


Your PersonaL RESPONSIBILITIES AS AN OverRsEA EMPLOYEE 


ICA employees overseas should realize at all times that they are representatives 
of the United States and that their acts, both in public and. private, are watched 
and appraised by people who have it in their power either to cooperate and approve 
the program or to work against it. Not only should all acts be avoided that 
would give an unfavorable impression of the free and democratic way of life, but 
positive efforts should be made in all relationships to effeet maximum wunder- 
Pe of broad program objectives and enthusiastic cooperation in achieving 
them. ii 
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Question 

- Why is it that ICA cannot provide personnel overseas who have 
the competence, the human touch, and the willingness to live with 
the local people like ugly American”’ in the book? 

“The ugly American” was, in‘ fact, a U.S. Government point 4 
technician named Otto Hunerwadel: He and his wife, Helen, were 
the prototypes of “the ugly. American” and his wife, as well as of the 
‘Martins (pp. 149-150, “The Ugly American”). They served in 
Burma from 1949 until’Mr. Hunerwadel’s death in 1951 and were 
widely loved by the Burmese people. 

There are others like them in ICA jobs in variotis parts of the world. 
~ As one.example, the wife of James Bleidner, ICA experimental ranch 
manager in Reyes, Bolivia, wrote recently in describing their situation: 
"This is the only English-speaking family here. My contacts with other Ameri- 
cans in Bolivia are very. few and far between. My children.speak Spanish, well 
and I find we often speak Spanish even’ when the family is alone. * * * Life is 
‘never boring here‘in spite of thé isolation of our post. Something is always: liap- 

ning, and this is important, and interesting work. enjoy our Bolivian 

iends as we enjoyed our Saudi Arabian friends when our work took us there to 
live in the desert. The regrets we have, that our children lack American com- 
‘panions of their own age, are partly compensated for by the fact that as a family 
we live much more closely together than most families at home in the United 

A fictional Burmese editor, Maurig Swe, is portrayed as being very 
critical of U.S. aid to Burma as.it was conceived and administered 
prior to termination of the program in 1958. ee ae 3 

Maung Swe’s attitude toward US. aid is summed up on page 147 
of “The Ugly American” when he is asked: “In 1953 Burma was in 
critical need of money and technical assistance. Yet you terminated 
‘all United States aid. Why did you do this?” He answers: 

“In the first place we were offended by the superior airs and what 
even Americans called the ‘razzle-dazzle’ of the Americans in Burma. 
Secondly, there were several incidents like that of the dredge; and 
aieek American money was flowing into Burma, we couldn’t see 
that it was helping us very much. And, third, we became very angry 
over the KMT incident. It all added up to more than- Burma was 
willing to swallow just to get dollars.”’ 4 

The real Maung Swe is believed to be Mr. Law Yone, editor of the 
Nation, the largest English-language newspaper published in Burma. 
Did this paper comment at the time the Burmese Government an- 
nounced on March 29, 1953, that it was terminating the U.S. aid 
program? 

Answer 


Following are editorial excerpts. from the Nation in the days just 
following the announcement that the program would be terminated 
by the Burmese Government: . 


A. Lead editorial, the Nation, March 30, 1953: 


The only ple in Burma who must be pleased by the sudden decision on the 
part of the Government to terminate the ECA agreement must be the Communist 
opposition. It is nothing short of triumphant for a small opposition party like 
the above-ground Communists to puff out their chests and to say, “American aid 
has gone forever, because we wished it gone.” -fEsald 
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* * * we think.it isregrettablethat the Windingarp shatiid’be brought.abont 
by circumstances which, have.nothing te do either: witht the guccess: or-faihure ,of 


the aid mission as such, but which are of a_ purely political nature... 
B. The columnist Criticus, the Nation, April 1, 1953: 


What a shock it gave me. So we are in future refusing all this aid that the 
U.S.A. has been giving us during the past few years, aid without any strings. * * * 

No reason had been given for this slap in the face * * * Friends I met * * * 
were also busy speculating as to the real reason. * * * 


Was it American razzle-dazzle? Criticus continues: 


Gl second reaction was that somebody had probably got angry with some 
TCA officers for having done something or other. But no * * * the Govern- 
ment wished to make clear that the action was not intended in any way to cast 
reflection on existing programs nor on the activities of TCA personnel in 


Burma. * * 
* 


* * Surely Government owes the country an explanation. 
C. Editorial, the Nation, April 7, 1953: bin 


Since the Government made known its decision to end ECA in Burma, there 
have been effusions of delight on the part of the Communists. It is very natural 
that Communists should be overjoyed; nevertheless, it would be a mistake to 
imagine that everybody is happy over the termination of American aid. Generally 
speaking, the Government’s action has. caused much misgiving, mainly because 
stoppage of ECA is a dubious way of showing political annoyance over the 
K affair. * * * 


Question 

The fictitious Burmese editor, Maung Swe, contends (pp. 146-147, 
“The Ugly American”) that ‘‘a few of the things in which the press 
agents rabhad our noses didn’t pan out well.” When asked for an 
example he gives the following account of a mobile floating dredge 
provided by U.S, aid: 

“* * * when the dredge was towed into the harbor it turned out 
to be a 25-year-old, reconditioned British dredge, which had been 
rusting in Japan. It was a stationary dredge, which needed land 
connections. This was disappointment enough; but to cap it all off, 
the American experts who came with the dredge were unable to get it to 
work. They even flew some Japanese experts in, but they couldn’t 
get it to run either.” 

Ts not this account based on fact? 

Answer 

To the extent that a 20-year-old suction pipeline dredge was fur- 
nished to Burma, the account is based on faet. Beyond that, the 
facts are not correct. 

They have omitted any mention of the fact that another dredge, a 
210-foot dredge—self-propelled, seagoing, capable of a speed of 9 
knots fully loaded, with a range of 800 miles without refueling, es- 
pecially designed for Burma and built at a cost of $500,000—was 
delivered at Rangoon under the aid program on April 11, 1953. It 
has been operated since then without complication. 

The old dredge referred to by Maung Swe was originally built in 
1930 and was procured in Japan. It was reconditioned and arrived 
in“Akyab (Burma) Harbor on May 14, 1952. All vital parts and 
connections were located. The contract specified that the Japanese 
would send a crew of seven to train the Burmese in the assembling 
and operation of the dredge. Because employment of .a Burmese 
crew was delayed by difficulty in locating qualified personnel, the 
Japanese crew was persuaded to assemble the dredge. Sarit 
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» On July 14, 1952, a team of three U.S. experts arrived in Akyab 
to inspect the assembled dredge. A working schedule was devised 
— dredge was put into operation prior to the team’s departure 
on July 17. 


,. This dredge has been in continuous use since 1952 and was over-— 


hauled last summer. Burmese officials state that, while the dredge 

is not ideally suited to Akyab, it is expected to give contimuing service 

for a number of years. 

Question 

-. Do US. personnel in Burma suffer by comparison with Russian 

personnel? On page 151 of “The Ugly American”’ a Burmese character 

says: F 

oP hey (the Russians) all know Burmese. They study quietly and 

live quietly. They employ no Burmese servants, and hence there is 

nobody to spread gossip about them. All their servants are Russians.”’ 

Answer 

. As described by the authors, Americans in Burma do suffer by 

comparison with the Russians. However, the authors have been 

careless in their presentation of the facts. 

“The claim of language facility among the Russians is false. .The 

Russian agricultural mission to Burma, for example, includes 23 

ee. of whom 9 are interpreters from Russian to English—not 
ussian to Burmese—which indicates that: (1) Not all the groups 

know Burmese, since interpreters are required: and (2) Russian-to- 

Burmese interpreters are not available. 

- The Russians in Burma, as elsewhere, do live inconspicuously, by 

direct order and for lack of funds. The Russian Ambassador is the 

exception. 

The Russians trust no servants or other personnel who are not 
their own nationals and subject to the disciplines of their own police 
state. Even were it desirable, the U.S. Government could not em- 
ploy enough Americans to staff its embassies, certainly not at the 
equivalent of Russian — or lowal wages of the host country. 
Neither would the U.S. Government subject its nationals to the 
authoritarian regimentations of Russian missions. 


Question 

Is Russian economie aid ‘more obvious” than American aid, “and 
so more effective as propaganda,” as claimed by a Burmese journalist 
on page 151 of ‘The Ugly American’’? 


_It is not the purpose of U.S. aid missions or of aid projects to vie 
with the Russians in being more obvious. fain 
As for the propaganda impact attendant upon U.S. economic aid 
te the following example is taken from the lead editorial of a 
urmese newspaper, the Guardian, of August 7, 1958: 
‘The joint Burma-U.S. press releasé which appeared in our columns the other 
day accounted for the uses of the $25 million U.S. loan * * * It was packed 
with. solid facts, sound, commonsense and real imagination with the result that 
it made good propaganda for the loan giver and a good impression of the economic 
efforts of the recipient government. The purposes of the loan were set out 
cleverly and we think that-not even the most rabid Marxist who finds imperialism 
behind. every U.8. dollar can find fault with the U.S. loan without making a fool 
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There is also some propaganda value in the following quote from 
an illustrated story which appeared on the front page of the Nation 
(Rangoon) on the occasion of the formal opening of the demonstra- 
tion health center at Aung San Myo, January 19, 1953: 

Said Prime Minister U Nu at the ceremony, “We could never have Set up a 


center like this one without America’s generous aid. Beeause of their generosit 
I send up my prayers for the health and happiness of the American Nation * * *”’ 


A similar instance may be cited in the following statement by 
President Bourguiba of Tunisia, made in April 1959: } 

ICA, the American organization for assistance and cooperation, will put at the 
disposition of the agricultural bank $2 million or about 1 billion francs. I 
insist on emphasizing this gesture in spirit of objectivity and gratitude. You 
will know how much aid has been brought to Tunisia by this organization either 
in drivé against unemployment and misery of by its participation in programs 
of governates. Results achieved are of considerable importance in four} seeonomie 
plan We have received milk, wheat, and dollars, among [the] latter $2 million 
or [the] agricultural bank. 


At the same time, the Tunisian Information Secretariat distributed 
5,000 copies of an illustrated booklet in Arabic describing the U.S. 
assistance program. 
' These are only three among numerous U:S. programs and projects 
which have been widely praised and publicized in host countries. 
Several other examples are: A self-help housing project in Chile; 
an increase of all-weather roads in Turkey from 5,060 miles to 22,339 
miles; two agricultural colleges in Ethiopia. — 
Question 

What is the factual basis of the story of Tom Knox in chapter 14 
of “The Ugly American,” the story of a young American technician 
who is more or less forced to resign from USOM Cambodia because 
he wanted to import a few thousand chickens? 


Answer 


ICA has found no factual basis for the story. Queries to ICA field 
missions, as well as a search of ICA files, has revealed no case similar 
to that of Tom Knox. 

The facts of ICA’s poultry programs, however, offer an interesting 
contrast to the fictions of “The Ugly American,” Following are only 
a few examples: 

A. Beginning in 1957, USOM Cambodia imported 5,000 chickens 
and 12,000 hatching eggs. Five incubators were supplied to the 
Cambodian Veterinary Service. 

From this beginning, the Cambodian Government has supplied 
30,000 chicks. Improved flocks had been started by 220 farmers as 
of late 1958. There are already 5 modern commercial flocks, of which 
one has 2,000 laying hens. - 

The total U.S. expenditure for the chickens, eggs, and incubators 
amounted to about $7,500. | 

The Cambodians have taken up this activity with vigor. USOM 
Cambodia is receiving widespread popular support in this program 
and good publicity. 

B. “During the past 6 or 7 years under the U.S. technical coopera- 
tion program, hundreds of thousands of U.S. chicks have been used 
to upgrade the flocks of 26 countries in south Asia, the Middle East, 
Africa, and Central and South America.’’—From a story in Economic 
World, March 1959. 
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-C. In Iran, the ICA poultry Reneram, has produced about. 10 million 
aroeasbred chickens in some 30,000 villages. The new chicken weighs 
twice as much as the old Iranian, stock and lays three times as many 


aa In Lebanon, the ICA poultry program is so well known. that in 
the markets large eggs arg called 4 


Question 
Is therée* validity’ in’ the criticism of ICA in 
Vietnam as expressed by the character Homer en in chapter 17 
of ‘‘The Ugly American’’? 
“You don’t need dams and roads’ * You ever heard of a food 
ons nge being solved by someone building a military highway? Berrie 
ings that the Vietnamese can.do themselyes * * * The coun- 
iy people catch fish and raise paar but they spoil before they 
can ht to town * * * Why not just run little finger roads 
back through the sadly so can get to the 
The. offered. the authors. Atkins are 
valid, but they sound like'a resume of ICA. planning and schioreipents 
in Vietnam. 

“Some of the facts about the ICA program in Vietnam are: 

A. Two key highways are being constructed, but the entire ICA 
contribution to highway work in Vietnam in 1955-56 went into about 
70 small finger roads and the construction of bridges. The construc- 
tion of finger roads to open up: vanséttled land and provide farm-to- 
market: passage is continuing... 

B. ICA has refused to participate in or hydroelectric bate 
irrigation dam projects in Vietnam, but has waited i in providing many 
small dams of the community self-help type for irrigation and drainage. 
Nearly,.400,000 acres of farmland were improved by small water 
projects from 1955 to 1957. 

c Annual fisheries production has been increased over the last 
several years from 30,000 to 140,000 metric tons and has resulted in 
a new export trade with Singapore and Hong Kong. 

D. Thirty-five rice storage credit cooperatives have been established, 
contributing to improvement in rice production. 

Many existing industrial plants have been grog modernized 
and a number of new small industries established. _ 

F. An agricultural extension service was started in 1955 and is now 
operating effectively in 21 provinces. 

Question 

It is suggested mie h the character of Ambassador MacWhite in 
chapter 21 of ‘The Ugly American,” that the standard of living of 
U.S. representatives oa should be reduced to the Wheres level of 
the host country. be 
Answer 


_ On that point, ICA ee accept the opinions of a leading American 
educator and president of a priyate foundation as expressed before 
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the American Couneil_on Education Conference on University ‘Con- 
tracts Abroad. He stated in. substance: 
On quarters, let me urge that we cannot let our consciences’ be bothered ‘too 
much by purity situations. Although we want to avoid a lavish display ‘when we 
go abroad, let’s not be sentimental about reducing our standards of living. . The 
purpose of sending a man abroad is to have him on the job where he, works with 
effectiveness, efficiency, and with devotion just as many hours a day as he is willi 
to put in. If he has to spend half of his time fighting disease and discomfort and 
handling the ordinary operations of daily life, it isn’t going to get his job,done. 
Don’t worry about the competition from the Russians on this point. My agents 
smile at this, as might you people. ‘The ‘Russians—not ‘in the villages—are ‘just 
as exacting as you are and keep themselyes in.» tighter group than you do.; Don’t 
worry about Russian competition on this point., [ think we ought to, try to pro- 
vide quarters which will keep a man efficient. If that means an air-conditioning 
unit when the température is 118°, it is money in the bank to put that air con- 
ditioning in. : ' 
In light of the 4 living habits attributed to Russian oversea 
personnel by Ugly American,” it is interesting to note, also, ithe 
advice of Mr. Mikhail A. Menshikow, present, U.S.S.R. Ambassador 
to the United States, given to Russian personnel.abroad while he..was 
serving as Foreign’ Trade Minister: 
Dress tastefully, live in the best House, drive'a fine dutomobile, entertain many 
foreign guests, make influential friends, and always be kindly and polite. . Only 
thus can you gain economic profit, and,.what is more important, politieal profit, 
Is it true that “the number of Americans in the Foreign Service 
who can speak any of the more difficult languages is miniscule,” while 
“an estimated 9 out of 10 Russians speak, read, and write the languag 
before they arrive on station?” This is the claim of the authors o 
“The Ugly American.” 


Answer 


ICA cannot speak for the entire Foreign Service. About 30 per- 
cent of ICA employees are proficient in a second language and ICA 
is as desirous as-are the authors, of further strengthening the language 
preterene of its employees. Last year Congress gave ICA additional 

unds for language training. ive 
_ As of May 31, 1959, 164 ICA personnel have received a full-time 
intensive course in.the language of the post to which they were-being 
assigned. The languages taught to these persons included Spanish; 
French, Italian, Portuguese, Arabic, Indonesian, Turkish, Farsi 
(Persian), and Thai. In addition, 51 dependents received similar 
intensive training in the United States. Overseas, at 55 ICA missions, 
a total of 1,021 persons were enrolled in part-time language study. 

Although ICA experience has demonstrated that the lack of lan- 
guage need not hamper a highly skilled technician in his work, training 
policy now aims at insuring that individuals assigned to “language 
essential” positions have the language ability required or receive 
sufficient language instruction either before or after arriving at the 


post. ‘ 

On the other hand, the authors’ claim for language proficiency 
among. Russian. personnel is greatly exaggerated. Although the 
Prague School of guages is known to be teaching intensive courses 
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in Arabic and African languages, the eee are recently observed 
examples of present language ability among Russians: 
. A. Among,a up of 20 short-term Russian technicians in Indo- 
nesia, only 1 spoke Indonesian. 
Among a group of 23 Russians in an agricultural mission to 
nara 9 were interpreters of Russian to English, not Russian to 
urmese. 


Question | 

Is it true, as stated by the authors of “The Ugly American’ (p. 
281), that ‘‘we [the United States] spend billions on the wrong aid 
projects while overlooking the almost costless and far more helpful 
ones. * * * Technicians who want to work on smaller and more 
manageable projects are not encouraged?” 

The ‘statement is not true. 

Several instances from a file of numerous similar records will illus- 
trate the incorrectness of the authors’ statement: 

A. Under the supervision of an ICA technician, Millard Cox, and a 
young Vietnamese arm named Huan, 10,000 Vietnamese buiJt an 
irrigation canal in 4 days, converting 700 additional acres of dry one- 
crop farmland into a two-crop area. Irrigation will increase their 
corn, rice, and bean production by 1,000 tonsa year. About $3,500 of 
mutual security funds were spent on the project for tools and equip- 
ment, which remain for use on other projects. 

On another occasion, Cox and Huan persuaded 5,000 farmers to work 
for 12 hours in a driving rainstorm to build a seawall which reclaimed 
several hundred acres of tidal flat. The entire job had to be accom- 
plished during the 12 hours of the year’s lowest tide. It was. 

Within 2 years, Cox and Huan with “do-it-yourself” labor have 
completed 71 small irrigation projects, developing more than 132,000 
acres of two-crop land. 

B. In the Philippines; ICA Technician Isadore Silverstone has de- 
eo a public water treatment unit for villages. Made of empty 
oil drums, the unit costs about $10. It is being constructed and 
installed as rapidly as possible by the Philippine National Waterworks 
and Sewerage Authority and about 100 are already in operation 
throughout the country. . 
 C. “In his. 3% years in Tha Pra (Thailand), Alex Johnson (ICA 
technician) has introduced the country’s fitst silage system, taught 
sanitation, farm management, building construciion, and irrigation, 
brought high-yield corn (50 bushels per acre) from Indonesia, im- 
ot pasture and forage, showed his charges how to use commercial 

ertilizer, planted grain and sweet sorghum, introduced the velet bean 
and the cowpea (for soil improvement). In his own acre-plus garden 
he demonstrated to once dubious Thailanders that pineapples and 
bananas can be grown well in poor soil, even cultivated tomatoes, 
collards, okra, eggplant, yellow squash, sweet corn, and lettuce 
* * *.Time magazine, December 22, 1958. 

D. ICA developed a hand-operated wooden 
washing machine which can be made at a cost of several dollars. 

E. ICA technicians taught Chileans how to mix lime with the 
nitrate soil of northern Chile to make a “‘soil cement”’ which is a good 
building material and much cheaper than concrete. 
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F. In India, a “‘smokeless’” stove which conserves fuel has been 
developed from native clays. In Burma and Pakistan, improved 
ovens have been designed from used kerosene tins. 

G. During the first year of ICA technical assistance to Bonka 
Agricultural School (Somalia), about 100 farmers have been trained 
as community leaders and as oxen trainers. More than 100 pair of 
oxen have already been trained to plow and farmers are now bringing 
their beasts in increasing numbers for training. 


Question 
Does ICA ‘‘pay for huge highways through jungles in Asian lands 


where there is no transport except for bicycle and foot,” as claimed on 
page 282 of ‘“The Ugly American’’? 
Answer 

No. ICA has never participated in building ‘huge highways’ 
which accommodated only cycle or foot traffic. 

Roads have been built to open new areas to development where no 
transport, or only very primitive transport, could penetrate before—as 
in Vietnam, where good inland farmland is being opened to settlement 
by small roads. Highways have been built where existing roads be- 
came inadequate for the traffic they bore. 

Following are two examples of ICA highway programs: 

A. The United States assisted the Thai Government in building the 
Thai-American Friendship Highway because there was no all-weather 
direct road to northeastern Thailand with its 8 million population. 
The area was starving for commerce and lagging behind the rest of the 
country for lack of such a road. 

Automobile, bus, and truck traffic was averaging about 580 vehicles 
~< day in August 1957, while the road was still under construction. 

y April 1958, with paving in process, traffic over Friendship Highway 
had increased by 40 percent. 

B. Turkey’s role in the defense structure of the free world has been 
impressively buttressed by accomplishment of a mutual security high- 
program. 

n 1948, Turkey had 5,060 miles of all-weather roads. Today it 
has 22,339 miles of all-weather roads, all of which are under mechanical 
maintenance, 

Total cost of the program to the U.S. Government was slightly more 
than $48 million, most of which was expended for construction and 
maintenance equipment purchased in the United States. 

Question 

‘“‘We saw America spending vast sums where Russia spends far less 
and achieves far more,’”’ write the authors of “The Ugly American” 
. 283). ‘“The result has been called ‘an uneasy balance,’ but actu- 

y it is nothing of the sort. We have been losing—not only in Asia 
but everywhere.”” How do you explain this statement? 

Answer 


The statement is without basis in fact. The facts, contrary to the 
above fictitious assertion, show that: 
_ Ninety-five percent of Sino-Soviet bloc economic aid has been spent 
in his go sage agp Afghanistan, Egypt, Syria, and Indonesia. In 
five of these six countries, the Sino-Soviet bloc extended more aid, 
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credits, and grants between mid-June 1955 and June 1958 than the 
United States. The figures on all six countries are, as follows: 


{In millions] 


Sino-Soviet | U.S. assist-  Sino-Soviet 
assistance ance assistance 


$193 || $160 
16 336 


60 1, 301 


In the six countries where the Sino-Soviet bloc is concentrating 
95 percent of its economic aid funds, it has obligated $209 million 
more than the United States; and has achieved far less. 

Yugoslavia has defected, Egypt-Syria are disenchanted, Afghanistan 
is a professed neutral, along with Indonesia, and India is a neutral 
with apparent Western leanings, | | 


O 


Country U.S. assist- 
ance 
Yugoslavia. $220 $139 
194 
il 
Nothing. . 
q 
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